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Extract of Relevant Docket Entries in the United States 
District Court for the Southern District of New York 


Date 

1972 
Jan. 21 

1973 
Jul. 3 


Jul. 16 


Jul. 20 


Jul. 23 


Sept. 7 


Proceedings 

Filed Complaint. Issued Summons. 

Filed plaintiff's order to show cause 
why disciplinary hearing should not be 
Preliminarily enjoined, returnable before 
Lasker J. on 7/3/73 

Filed stipulation and order extending 
temporary restraining order until plain¬ 
tiff's motion is returnable before the 
Court. LASKER, J. 

Filed memorandum of law in support of 
plaintiff's motion for preliminary in¬ 
junction. 

Filed affidavit of Burton L. Knapp, 
opposing plaintiff's temporary restrain¬ 
ing order. 

Filed plaintiff's notice of motion Re 
preliminarily enjoining and restraining 
enforcement of disciplinary panel decision, 


etc. Return date not noted. 




Date 


Proceedings 


r 


1973 
Sept. 7 


Sept. 7 


Sept. 24 


Sept. 24 


Oct. 1 


Dec. 14 


Filed affidavit of Frank Crimxnins Re: 
support of Sept. 7 motion for preli¬ 
minary injunction. 

Filed memo of law in support of plain¬ 
tiff's Sept. 7 motion for preliminary 
inj unction. 

Filed affidavit of Burton Knapp in 
opposition to plaintiff's application 
for preliminary inju ctive relief. 

Filed appendices to defendant's memo of 
law in opposition to plaintiff's motion 
to vacate decision of disciplinary panel 
and for preliminary injunction. 

Filed plaintiff's reply memorandum, 
and list of appendices. 

Filed memorandum OPINION #40,129— 
Plaintiff's motion for summary judg¬ 
ment is denied. Defendant's motion 
for summary judgment is granted-It 
is so ordered—Lasker, J.-mailed notice. 
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Date 


Proceedings 


1973 
Dec. 18 


Dec. 27 

Dec. 27 

1974 
Jan. 8 

Jan. 14 

Jan. 17 


Filed JUDGMENT; Ordered that defendant 
have summary judgment against plaintiff 
dismissing the complaint. CLERK 

Filed plaintiff's notice of motion for 
reargument. Returnable 1-15-74 

Filed memorandum of law by plaintiff 
in support of motion to reargue. 

Filed defendant's memorandum in opposi¬ 
tion to motion for reargument. 

Filed plaintiff's reply memo of law in 
support of motion for reargument. 

Filed MEMORANDUM ENDORSEMENT on plain¬ 
tiff's motion filed December 27, 1973. 
Plaintiff moves for reargume~t of our 
memorandum and order of December 14, 
1973. 

Should plaintiff wish to press his 
claims further, the proper forum is 
the Court of Appeals. 

The motion is denied. So Ordered. 
LASKER, J. 
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Date 


Proceedings 


1974 

Jan. 23 Filed plaintiff's notice of appeal 

from order denying plaintiff's motion 
for summary judgment and granting de¬ 
fendant's cross-motion for summary 
judgment, entered in t v is action of 
the 14th day of December, 1973, m/n. 
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CONFIDENTIAL 


AMERICAN STOCK EXCHANGE 
Report of Investigation 


March 1, 1971 


Subject: Walston & Co. , Inc. 

Regular Member Organization 


1. Introduction 


This Report involves brokerage activities carried on by Walston & Co., Inc. 
("Walston") in the common stock of Four Seasons Nursing Centers of America, Inc. 
("FSN") while the firm and its officers held substantial investment positions in FSN 
stock, and while the firm maintained special relationships and associations with FSN 
as underwriters, finders and financial advisors. 

Almost 11 million shares of common stock of FSN were traded on the Exchange 

in 1969, making it the fourth most active stock on the Exchange that year? FSN stock had 

/ 

been admitted to trading on the Exchange on November 12, 1968. Six months prior there¬ 
to, in May 1968, FSN effected an initial public offering of 360,000 shares of common 
stock at $11 per share. At the time of listing, the stock had risen in price to $58. 

Without giving effect to a 2-for-l split announced in January 1969, FSN stock attained 


Statistical summaries reflecting the price ranges of FSN stock and the extent 
of Walston's brokerage activities during the period oovered by this Report are 
set forth in Appendices to the Report. In addition. Appendix III contains a 
chart reflecting both the price ranges of FSN stock and Walston's buying and 
selling activity in each week between December 1968 and April 1970. All 
prices of FSN stock shown on the chart have been adjusted to give effect to 
a 2-for-l split of FSN stock, effective March 24, 1969. 
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on October 31 , 1969 , loss than eighteen months after its debut as a public company, 

an all-time high of $181.50 ($90.75 after the split), or over 1500% of FSN's initial 

!_/ 

offering price of $11 in May 1968. 

On April 30, 19" 0, the Exchange halted trading in FSN stock, pending receipt 
of information to account for sharp price fluctuations occuring at the time. On May 13, 
1970, the SEC oid°r e d the first of a series of 10-day suspensions of trading in FSN 
stock on the Exchange which have been renewed continuously until the present time. 

On June 26, 1970, FSN filed in the Oklahoma Federal Court a Petition for Reorganization 
under the Bankruptcy Act. These proceedings are still pending. 


2 . Scope of Investigation and Persons Interviewed 

This Report is based upon an examination of documentary materials and 
upon testimony given by numerous witnesses including certain officers and shcue- 

2 _/ 

holders of Walston and other persons affiliated with Exchange member organizations. 
Included in the documentary materials reviewed are: registration statements and 
listing applications of FSN, periodic reports filed by the company and minutes of 
FSN's board of directors meetings; daily, weekly and monthly clearing reports and 
activity reports compiled by the Exchange; and account transcripts and other records 


1 / FSN stock traded on a when-issued basis between February 28, 1969 and 

March 21, 1969, the 2-for-l split becoming effective on March 24, 1969. See 
Appendix I to this Report for a summary of the prices of FSN stock during the 
period covered by the Report and the chart comprising part of Appendix III 
reflecting Walston's market participation. 

2 / See Appendix IV to this Report for the identity of the officers and share¬ 

holders of Walston and other persons connected with the events and transac¬ 
tions discussed herein. 
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of Walston reflecting transactions in FSN stock by certain individuals, including 
management officials of FSN and officers of Walston. 


3 . The Origins of Four Seasons 

(a) Private Placement Arranged by Walston - September 1967 

Following an introduction by Gordon H. McCollum, an officer and share¬ 
holder of Walston employed in the firm's Chicago office, Walston arranged in 
September 1967 a private placement of $1 million for a new corporation to be formed 
to succeed to the business and assets of several corporations and partnerships 
engaged in the development of nursing centers in the State of Oklahoma. The pre¬ 
decessor entities had been organized commencing in 1963 by Messrs. Jack L. Clark, 
Amos D. Bouse, Jr., and Tom J. Gray, and they had operated at a loss since 
inception. Montgomery Company, a recently-formed venture capital partnership 
comprised of certain officers and shareholders of Walston, made its first investment 
on September 15, 1967, when it acquired a potential 16 2/3% interest in the new 
company by 6 $500,000 participation in a $1 million private placement of convertible 
preferred stock. To effectuate this financing the company referred to as "FSN" in 
this Report was incorporated in Delaware on September 11, 1967, under the name 
"Four Seasons Nursing Centers of America, Inc." 

In recognition of their efforts in bringing about the 1967 private placement, 
Mr. McCollum and Walston were permitted to purchase 3% of the common stock in 
the new enterprise for $45,000. Mr. McCollum was elected to the company:, 
board of directors and Messrs. Clark, Bouse and Gray became the principal 
officers and holders of approximately 70% of FSN's then outstanding stock. A 



L.. 
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close and continuing relationship (described in succeeding sections of this Report) 
began to develop subsequently between FSN and its management and Walston and 
its officers, including, in addition to Mr. McCollum, four other officers of the 
firm, Frank J. Crimmins, James Nissan, Robert E. Probert and Glenn R. Miller. 

(See Appendix IV). 

(b) First Public Offering of Four Seasons Stock - May 9, 1968 

Pursuant to a registration statement effective May 9, 1968, Walston, as 
managing underwriter, made an initial public offering on behalf of FSN of 360,000 
shares of common stock at $11 per share. 300,C j«J of these shares were sold for 
the account of the company which realized net proceeds of approximately $3 million, 
and 60,000 shares were sold for the personal accounts of FSN's three principal 
officers, Messrs. Clark, Bouse and Gray, who realized approximately $600,000. 
Prior to the offering 900,000 FSN shares were outstanding with a net book value of 
approximately $1.30 per share. Upon completion of the offering 1,200,000 shares 
were outstanding witn a net book value per share of approximately $3.90. 

Adjusted for a 3-for-l stock split effected prior to FSN's initial public 
offering in May 1968, Walston, Mr. McCollum and Montgomery Company, the 
Walston investment partnership, held upon the completion thereof 12.5% of FSN’s 
outstanding shares, consisting of 36,000 shares held by the firm and Mr. McCollum 
having an adjusted cost basis to them of $1.25 per share, and 150,000 shares held 
by Montgomery Company having an adjusted cost basis of $3.33 1/3 per share. 
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(c) Second Public Offering of Four Seasons Stock - November 26, 1968 

FSN stock increased sharply in price in the over-the-counter market soon 
after its initial public offering on May 9, 1968, and when the stock was admitted to 
trading on the Exchange six months later on November 12, 1968, FSN opened a' $58 
per share. On November 26, 1968, with Walston again serving as managing under¬ 
writer, FSN effected a second public offering of 597,800 shares at $58.50. 100,000 
of these shares were sold for the account of FSN, with the company realizing net 
proceeds of $5,500,000. The remaining 497,800 shares were sold in the same 
offering for the account of 38 selling shareholders who realized net proceeds of 
$27,379,000. The selling shareholders included Walston, Montgomery Company 
and Mr. McCollum, who in the aggregate realized $5,115,000 from the sale of 

93,000 FSN shares, representing one-half of their 12.5% interest in FSN acquired 

3_/ 

eight months previously for $545,000. 

Messrs. Clark, Bouse and Gray, FSN’s three principal officers, also 
disposed of 374,000 of their own and their family's holdings of FSN stock in the 
November 26, 1968 offering, realizing a profit of approximately $19 million in 
•»xcess of their cost basis ($.06 per share). According to the prospectus, Messrs. 
Clark, Bouse and Gray had committed themselves to use the entire proceeds 
received by them personally in the second offering to purchase securities of 

3 / The Walston sales in the November 26, 1968 offering were as follows: 

Montgomery Company, the Walston investment partnership (75,000 
shares for $4,125,000), Mr. McCollum (4,500 shares for $247,500) and 
Walston (13,500 shares for $742,500). As managing underwriter, Walston 
took down 215,300 of the 597,800 shares offered, approximately 36% of 
the issue, and received selling commissions of $735,555 and a $250,000 
management fee. 


. <.% 
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Four Seasons Equity Corporation ("Four Seasons Equity"). Four Seasons Equity had 
been formed shortly before the November 26, 1968 offering for the stated purpose of 
providing a source of mortgage financing for new nursing centers to be built and 
managed by FSN. As discussed further in Section 9 below, Walston was instru¬ 
mental in arranging the placement with institutions of equity and debt securities of 
Four Seasons Equity which enabled FSN's new affiliate to effect a public offering 
of its stock through Walston in late February 1969. 

4. Walston Activity in Four Seasons Stock 
Following November 26, 1968 Offering 

As indicated in Appendix I, FSN stock continued to increase in price 

following the November 26, 1968 offering, closing at 67 on November 29, 1968, 

up 8 1/2 from the offering price of 58 1/2 just three days earlier. The upward 

trend continued into December 1968, as the stock sold at a low of 64 3/8 on 

December 21 and e high of 102 on December 26, 1968, closing at 99 1/4 on the 

4_/ 

latter date (approximately 70 % higher than the November 26 offering price). 

Volume for the four weeks ended December 26, 1968 totaled 499,400 shares, a 
daily average of approximately 33,300 shares in 15 trading days (Wednesday 
closings of the market were in effect during December 1968). 

At the conclusion of the November 26, 1968 offering, FSN had issued and 
outstanding a total of 1,600,000 shares with a net book value of approximately 


4 / In Appendix I and the chart comprising part of Appendix III, all prices 

have been adjusted to give retroactive effect between December 1968 and 
March 21, 1969, to FSN's subsequent 2-for-l stock split effective 
March 24, 1969. 
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$6.55 per share. The 38 selling shareholders who sold 497,800 shares for over 
$2 7 million as part of the offering (including Walston and its officers and Messrs. 
Clark, Bouse and Gray and their family trusts) were reported to have retained 
640,950 shares, leaving a potential floating supply in late November 1968 of 
slightly under 1,000,000 shares. 

Records of Walston indicate that of the approximately 215,000 FSN 
shares taken down for distribution to customers by the firm in connection with 
the November 26, 1968 offering of 597,800 shares, blocks of 1,000 or more 
shares were allocated to certain large customers. Subsequently, certain large 
institutional clients which Walston originally introduced to FSN assumed large 
positions in FSN stock through open-market purchases, with the result that by 
mid-1969, a significant portion of the floating supply of the stock was in the 
hands of institutional investors. 

To cite some examples. Hedge Fund of America, a publicly owned 
mutual fund, was reported to have held at December 31, 1968 a total of 43,700 
FSN shares acquired at a cost of $2,616,636 (under $60 per share) and having 
a 1968 year-end market vb'ue of $4,020,400 (approximately $99 per share), 
plus calls on another 1,000 FSN shares at 59 5/8 to 59 3/4. Some of the Fund's 
holdings were allocated to it at the November 26, 1968 offering price of 58 1/2. 
Glenn R. Miller, Executive Vice-President and a shareholder of Walston, was 
at the time also a director of Hedge Fund of America. Investors Diversified 
Services ("IDS"), a major instituional client of Walston serviced by Robert E. 
FYobert, assumed prior to January 1969, an initial position of 75,000 FSN 
shares purchased through Walston and other brokers, and IDS later increased 
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its FSN holdings. Among other institutions solicited by Walston, and which during 
1969 assumed significant positions in FSN stock, were the Manhattan Fund, Credit 
Lyonnaise Corp., and Foreign Commercial Bank of Zurich, Switzerland. In addition, 
the Manhattan Fund, IDS and certain other institutions held large blocks of so-called 
"lettered" stock of FSN and its subsidiaries acauired through private placements 
arranged by Walston and described below in this Report. 

Exclusive of persons in management, the largest single holder of FSN 
stock was Gibraltar Growth Fund of Fort Lauderdale, Florida, which at July 14, 1969, 
held a position of 226,000 FSN shares accumulated periodically commencing in 
December 1968. As discussed in Section 7 below, Gibraltar Growth Fund was 
introduced to FSN by Wjlston in late 1968, and in 1969 the Fund and its president, 
David O. Ehlers, assisted FSN in ootaining institutional financing for certain FSN 
subsidiaries. 

Records of Walston indicate that by January 1970, slightly over a year 
after FSN stock was admitted to trading on the Exchange, customers of Walston 
held approximately 500,000 FSN shares out of a floating supply then estimated 
at approximately 1,700,000 shares. Appendix III and the chart attached thereto 
reflect Walston's significant participation in the Exchange's total volume of 
activity in FSN stock in the period investigated. In the 17 months between 
December 1968 and April 1970, a total of 13,843,900 FSN shares were traded on 
the Exchange, of which Walston accounted fora total of 3,487,000 shares, equal 
to approximately 25% of total Exchange volume and two times the entire floating 
supply of FSN stock. 
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Over this entire period of substantial Walston activity in FSN stock, 
during which the market value of the FSN holdings of the firm and its officers 
appreciated to as high as approximately $17 million, certain officers of Walston, 
while actively soliciting customer purchases of FSN stock, also maintained close 
and continuing business and social relationships with persons in FSN's manage¬ 
ment. In addition, the firm continued to serve FSN and its affiliated concerns in 
a variety of capacities as investment bankers, underwriters and financial 
advisers. 

As discussed further in Section 12 below, Walston's extensive parti¬ 
cipation in the market in FSN stock continued unabated, despite the fact that 
beginning as early as January 1969 the Exchange began to call to the attention of 
Walston's principal officers the need for exercising restraint and for adopting 
adeauate safeguards to assure that the firm's extensive relationships with FSN 
and the Walston officers' personal interest in the market price of FSN stock 
would not be permitted to conflict with the firm's duties owed to the investing 
public. 

5 . Certain Transactions Between 

Officers of Walston and Persons 
Associated with Four Seasons 

(a) Accounts Maintained at Walston for 

Four Seasons Officers and Associates 

Walston new account forms dated September 23, 1968 and December 17, 
1968, both approved by Mr. Crimmins, indicate that accounts were opened with 
the firm on those dates by Jack L. Clark and Amos D. Bouse, Jr., FSN's President 
and Executive Vice-President, respectively. Subseouently, Mr. Crimmins opened 
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accounts et Walston for Mr. Bouse's mother and father and for Karl Keller, an 
employee of FSN who served as Mr. Clark's personal pilot. In early 1969, Mr. 
Crimmins opened accounts at Walston for James P. Linn and Julian D. Helm, 
the principal officers of FSN's mortgage financing and franchising subsidiaries. 
(Certain transactions in these accounts are discussed in Section 10 below). 

In addition to the foregoing accounts opened at Walston for FSN's 
officers and persons associated with them, four "numbered" accounts were 
opened in 1969 at Walston's Chicago office. The only transactions effected in 
these accounts were certain sales of FSN stock. Three of the numbered accounts 
(designated as Numbers "25", "26", and "27") were maintained for the benefit of 
Messis. Clark, Bouse and Gray, respectively. The fourth numbered account 
(Number "28") was maintained for the benefit of Mr. McCollum, Walston's 
designee on the Board of Directors of FSN. In December 1969, Walston sold a 
total of 33,800 FSN shares for approximately $2.5 million for the Clark, Bouse 
and Gray numbered accounts. In addition, 4,500 shares of FSN stock were sold 
for over $300,000 for Mr. McCollum's numbered account under the circumstances 
described in Section 13(b) below. According to Glenn R. Miller, Walston's 
Executive Vice President: 

"(T)he purpose of the numbered account was simply that , 
the transactions could be consummated within the office, 
without a lot of conversation and gossip at the time they 
were being made." 

As discussed in Section 5(b) below, investigation by the Exchange 
disclosed for the first time that in late 1969 Mr. Crimmins had effected in 
November 1968 and again in March 1969, purchases below prevailing market 
prices of blocks of unregistered FSN stock from Messrs. Clark, Bouse and 

14a 
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Gray, and that Mr. Crimmins still owed the sellers a substantial portion of the 
agreed purchase price of $650,000. 

(b) Personal Purchases by Frank J. Crimmins 
of Blocks of Unregistered Stock from 
Officers of Four Seasons 

(i) First Purchase - November 1968 

Copies of telephone tolls slips reouested by the Exchange indicate 
that in the first five months of 1969, Mr. Crimmins had over 150 telephone calls 
to persons associated with FSN, an average of over one call per business day. 

At his first interview on November 25, 1969, Mr. Crimmins stated in response to 
inouiries concerning the extent of his personal holdings of FSN stock that he owned 
only 600 shares: 

"Q Do you have a substantial portfolio of stocks of your 
own’ 

A I would say a fair portfolio, I guess. 

0 Is Four Seasons among them? 

A I own some Four Seasons, yes. 

0 Can you tell me how many shares you own? 

A 600 shares. 

Q That is the total amount of stock you presently own? 

A Yes. I am not talking about Montgomery Company. 

N 

0 lam talking about your own private ownership. 

A That's right." 

Later in his November 25 , 1969 interview, there was exhibited to 
Mr. Crimmins an FSN shareholder list as of September 5, 1969, which indicated 
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that Mr. Crimmins held of record at that date not 600, but 31,200 shares of FSN 
stock. Upon further interrogation, Mr. Crimmins admitted that prior to the 
effective date of FSN’s November 26, 1968 registration statement (see page 5 
above), he nad arranged to purchase for $35 per share, substantially below the 
marker, 10,000 unregistered FSN shares in equal amounts from Messrs. Clark, 
Bouse and Gray, FSN's three principal officers. Mr. Crimmins further testified 
on January 29, 1970 concerning this transaction as follows: 


.... I believe it was the early part of November, as best my 
memory will serve me--the early part of November, 1968. ... I 
had dinner with Mr. Clark. I told him of my strong convictions of 
the future of the industry, his company in particular, and I asked 
him if it would be possible for me to purchase from him and 
Messrs. Bouse and Gray, his partners, some shares of letter 
stock. He said that he would discuss it with Mr. Bouse and 
Mr. Gray and would let me know. . . . Subsequently, he did 
call me back and we agreed upon a price and I purchased ten 
thousand shares of letter stock from Messrs. Clark, Bouse and Gray." 

At the time Mr. Crimmins stated he arranged to purchase the 10,000 
FSN shares from the company’s management officials, the bid prices for FSN stock 
in the over-the-counter market ranged from u low of 45 1/2 on October 1, to a high 
of 5/ on November 12, 1968, when FSN stock first was traded on the Exchange. 


Subsequent to November 12, 1968, FSN sold at a low of 55 3/4 on November 13, 
and a high of 68 1/4 on November 29, 1969. As indicated in Section 3(c) above, 
Messrs. Clark, Bouse and Gray sold for their own accounts under FSN's 
November 26, 1968 registration statement an aggregate of 266,000 shares of 
FSN stock, and 53,500 shares for trusts for their children, at $58.50 per share, 
$23.50 per share more than the price stipulated prior to the offering f or their 
sale of 10,000 shares to Mr. Crimmins. 
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In response to a request for further details of his purchases of 10,000 

shares from Messrs. Clark, Bouse and Gray, Mr. Crimmins reiterated in a letter to 

the Exchange dated December 2 , 1969 that he discussed the purchase with Messrs. 

Clark, Bouse and Gray in November 1968, and that: 

" (A)t the time of these discussions, we arrived at a purchase 
price of $35.00 per share. This agreement was finalized on 
December 23, 1968. The 10,000 shares of Four Seasons stock 
purchased by me subsequently split 2 for 1 around February, 1969." 

According to Mr. Crimmins the purchase price of $35 per share 
reflected a discount of 30% below the current market price of FSN stock in early 
November 1968 when the initial agreement was reached, in order to take account 
of the fact that the shares were unregistered and were sold subject to resale 
restrictions: 

"I believe the stock was selling around fifty dollars. Thirty 
percent of fifty was fifteen dollars, so we mutually agreed upon 
a price of thirty-five dollars a share." 

With respect to payment arrangements with Messrs. Clark, Bouse 
and Gray for the 10,000 FSN shares, Mr. Crimmins stated that he received physical 
delivery of the stock certificates pursuant to instructions to FSN's transfer agent 
referred to in a letter dated December 23, 1968 from FSN's company counsel which 
stated in part: 

"Enclosed is a copy of our letter to the Transfer Agent in an 
effort to obtain share certificates of Four Seasons representing 
the 10,000 shares which Jack, Bud and Tom have agreed to sell 
you at $35.00 per share. You recall,of course, that this is 
investment stock and will bear the restrictive legend. It is our 
understanding that you intend to pay one-half of the price of 
this stock about January 15, 1969, and the remainder six months 
later. If this is correct, we would appreciate your signing and 
returning one copy of this letter for our files." 
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During the week of December 23-27, 1968, when Mr. Crimmins concluded 

arrangements for delivery of the 10,000 shares, FSN stock had risen to as high as 102 

and closed on December 27, 1968 at 97 1/2. On Janua.y 15, 1969, when Mr. Crimmins 

5_/ 

was obligated to pay one-half of the purchase price, FSN stock closed at 99 5/8. 

On February 11, 1969, Mr. Crimmins sold in the market 4,200 other FSN shares owned 
by him at 121 7/8 per share for net proceeds of approximately $508,000. 

Despite the fact that he had realized approximately $508,000 from his 
sale of 4,200 FSN shares in February 1969, Mr. Crimmins did not make any payment to 
the sellers until almost three months later or. March 15, 1969, when he transmitted his 
personal checks aggregating $175,000 to Messrs. Clark, Bouse and Gray in the 
amounts of $59,500, $57,750 and $57,750, respectively. By March 15, 1969, FSN 
stock was selling on a when-issued basis in contemplation of a 2-for-l stock split 
announced on January 8, 1969, effective March 24, 1969, and the 10,000 shares held 
by Mr. Crimmins had become 20,000 shares with an aggregate market value of 
approximately $1,000,000, almost three times Mr. Crimmins 1 purchase price. More¬ 
over, Mr. Crimmins did not make his second payment within six months after the 
first payment in accordance with the understanding set forth in FSN's counsel's 
letter of December 23, 1969. In fact he did not make his second payment of $175,000 
until January 15, 1970, over a year after the original purchase and shortly after the 
Exchange had begun to inquire into the transaction itself and the unusually liberal 
credit terms extended to Mr. Crimmins. Mr. Crimmins' obligation to Messrs. 


5 / A Form 4 Report covering this transaction pursuant to Section 

13(d) of the Securities Exchange Act (Changes in Beneficial Owner¬ 
ship) was not filed with the SEC and the Exchange until April 1969 
and indicated that the 10.000 share sale from Messrs. Clark, Bouse 
and Gray to Mr. Crimmins occurred on January 15, 1969. 

ioa 
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Clark, Bouse and Gray for the unpaid portion of the purchase price was not evidenced 
by a note, nor was any interest paid to the sellers. 

(ii) Second Purchase - March 1969 

Although Mr. Crimmins still owed Messrs. Clark, Bouse and Gray 
$175,000 on account of Mr. Crimmins' November 1968 purchase of 10,000 FSN shares, 
in early March 1969 (following the January announcement of the 2-for-l split), he 
arranged to purchase an additional 10,000 FSN shares for $300,000 ($30 per share) 
in equal proportions from Messrs. Clark, Bouse and Gray. FSN stock closed at 
4 7 3/4 on March 14, 1969, having traded since Marc . 3 at a high of 55 3/4 and a 
low of 46 1/8, making the agreed purchase price approximately 40% below the market. 

On March 15, 1969, the same day he paid the first installment of 
$175,000 on his November 1968 purchase of 10,000 FSN shares, Mr. Crimmins 
forwarded his check for $55,000 (approximately 20% of the agreed purchase price 
of the second 10,000 share block) to Mr. Clark as a down payment. On April 7, 
i969, Mr. Crimmins executed a note to the order of Messrs. Clark, Bouse and 
Gray providing for discharge of the balance of $245,000 on the second 10,000 
share purchase payable ih two equal installments on April 7, 1970 and April 7, 

1971. In contrast to the 1968 purchase, the certificates for the 1969 purchase 
were not delivered to Mr. Crimmins pending full payment of the purchase price. 

In a setter dated April 8, 1969 concerning the second transaction, counsel for FSN 
wrote to Mr. Crimmins: 
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"We have arbitrarily set the payment schedule and the interest 
rate. As we advised Jack, in the light of all the circumstances, 
this transaction should be structured in an arms length fashion. 

In this time of a prime rate of 7 1/2% we feel that a 6% interest 
factor is as low' as we can justify as a businesslike transaction." 

In response to questioning at his initial Exchange interview on 
November 25, 1969, concerning amounts then owed by him to Messrs. Clark, Bouse 
and Gray for the 10,000 FSN shares purchased in November 1968 (20,000 shares after 
the 2-for-l split), and the 10,000 shares purchased in March 1969, Mr. Crimmins 
testified as follows: 

"Q Is there any amount, either from that or anything else, owing 
between you, on the one hand and Messrs. Clark, Bouse or Gray, on 
the other? 

4 

A Let me hear that again. 

0 Do you owe Mr. Clark any money or does he owe you any 
money? 

t 

A I owe Mr. Clark, Mr. Gray and Mr. Bouse some monies on 
my second commitment, which I am paying six percent interest on. 

0 That is the second 10,000 shares? 

A That's correct. I paid half of it off. I owe the other balance. 

0 Then am I correct in supposing that none of the purchase 
price has been paid? 

A The first 10,000 shares I paid for and I think half of the 
second 10,000. 

0 Was that half of the second 10,000 paid at the time of the 
transaction? 

A Yes, sir." 
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The clear purport of Mr. Crimmins' foregoing testimony given to the 
Exchange on November 25, 1969, was that his total indebtedness at that time to 
Messrs. Clark, Bouse and Gray was one-half of the purchase price of the second 
10,000 shares, or $150,000. Upon being recalled for further testimony on January 29, 
1970 concerning his personal obligations to FSN's officers, Mr. Crimmins conceded 
that notwithstanding his earlier testimony he owed these individuals $420,000 
(exclusive of interest) - $175,000 on the first purchase and $245,000 on the second 
( purchase. As indicated above, Mr. Crimmins did no effect payment of the second 

installment of $175,000 on his first purchase until January 15, 1970, after the Exchange 
had inquired into these transactions. 

Crimmins initial failure to reveal at his Exchange interview the 
true extent of his FSN holdings and the misleading impression he thereby conveyed 
concerning the amount he actually owed to FSN's principal officers and shareholders, 
evidenced a lack of candor and forthrightness and made it necessary to recall Mr. 
Crimmins for further testimony. At no time did Mr. Crimmins come forth with a 

v. . 

satisfactory explanation to the Exchange for the unusually liberal credit terms 
extended to him by Messrs. Clark, Bouse and Gray. The record further discloses 
that neither customers of Walston nor the investing pcrblic at large ever was 
informed of the fact that Mr. Crimmins, who actively solicited customer purchases 
of FSN while he was an officer of FSN's underwriter and financial adviser, also was 
a substantial individual shareholder in FSN by virtue of below-market purcnases trom 
FSN's principal officers. In this connection FSN's November 26, 1968 prospectus did 
not disclose that prior to the effective date of the offering, Mr. Crimmins had an 
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arrangement with Messrs. Clark, Bouse and Gray to purchase 10,000 FSN shares from 

them at prices substantially below the market. Moreover, Mr. Crimmins did not seek 

or obtain permission for his off-board purchases of FSN stock from the Exchange 

pursuant to Rule 5 of the Board of Governors An FSN proxy statement dated September 16, 

% 

1968, issued in conjunction with the company's annual meeting held on October 7, 1969, 

also omitted to disclose either the first or second purchase of FSN stock by Mr. Crimmins 

6 _/ 

from FSN's principal officers. 

As discussed in the succeeding Sections of this Report, subsequent to 
his first purchase in late 1968 of FSN stock from Messrs. Clark, Bouse and Gray, Mr. 
Crimmins, with the knowledge and consent of the principal officers of Walston, played 
an increasingly active part not only in the solicitation of customer purchase orders for 
FSN stock, but also in arranging financing for FSN and its affiliated companies. 


Events Leading to Announcement of 2-for-l Split 
of Four Seasons Stock on January 8, 1969 
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3y December 26, 1963, the stock appreciated over 50% in price, closing at 99 1/4, after 
reaching an intermediate high of 102 on that day. 

Certain institutional customers of Mesnrs, Nissan and Rrobert purchased in 
this period of rapid appreciation in the price of FSN stock approximately 50,000 more 
shares than they sold. Some of the more substantial transactions in FSN stock effected 
between November 27 and December 26, 1968 for institutional and substantial individual 
customers of the firm serviced by Messrs. Nissan and Probert are tabulated on the 
following pages: 


PURCHASES OF FSN STOCK SALES OF FSN STOCK 


Trade 

No. of 



No. of 

Customer Dates 

Prices Shares 

Dates 

Prices 

Sha res 

(1968) 


(1968) 



Gibralter Nov. 29- 

63 5/8- 15,000 

Dec. 26- 

100 

5,000 

Growth Fund* Dec. 5 

77 

27 



Foreign Com- Nov. 27- 

59 - 

Dec. 5 - 

79 1/8 


mercial Bank, Dec. 26 

93 1/2 18,200 

23 

98 

10,000 


Zurich, Swit¬ 
zerland 


Investors 

Stock Fund 

Dec. 26 

97 1/4 
101 

15,000 

— 

— 

— 

Frank R. 

Stra na ha n 

Dec. 9- 
23 

81- 

98 

9,600 

Dec. 20- 
23 

92 

98 

5,900 

Judson Sayre* 

Nov. 27- 
Dec. 5 

60 1/4- 
77 

7,000 

— 

— 

— 

Marathon 

Securities 

Nov. 27- 
Dec. 2 

60 1/2- 
68 

2,500 
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_PU_RC HASES OF FSN STOCK SALES OF FSN STOCK 


Customer 

Trade 

Dates 

Prices 

No. of 
Shares 

Dates 

ft-ices 

No. of 
S ha re s 


(1968) 



(1968) 



First Bank & 
Trust Co. 

Dec. 6- 
9 

77- 
81 7/8 

3,000 

— —— 



Hedge Fund* 
of America 

Dec. 10, 
12, 13 

76 1/2 
78 3/4 

3, 100 

_ __ __ 

. 


Alma Fund 

Dec. 23 

91 1/2- 
94 

800 





\ 

> 

As indicated below, substantial additional purchases of FSN stock by 
these customers were made through other brokers or through Walston 
subsequent to December 26, 1969. 


In contrast to the seven-week period between November 12, 1968 and 
December 19, 1968, when customers of Mr. Crimmins traded a total of only 7,316 
shares, about evenly divided between purchases and sales, in the seven-week 
period between December 27, 1968 and February 14, 1969, Mr. Crimmins purchased 
for customers approximately 54,000 FSN shares and sold approximately 21,000 
shares at prices ranging from approximately 80 to 97. Mr. Crimmins conceded in 
his testimony that he actively solicited customer purchase orders during this period. 

Shortly after the opening of trading on January 8, 1969, the Exchange 
temporarily halted trading in FSN stock pending receipt of information to account 
for activity in the stock and wide price fluctuations since the week ended December 27, 
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1968 when FSN closed at 97 1/2. Trading was resumed on January 8, 1969, after 
FSN issued a release stating that the board of directors was proposing a 2-for-l 
split of the outstanding stock. (See Section 5(b) below). 

On January 8, and again on January 15, 1969, informal discussions were 
had between representatives of the Exchange and members of Walston's legal 
department concerning the possible impropriety of soliciting customer purchase 
orders of FSN stock, in view of Walston's relationships with FSN. According to two 
( ■ Walston internal memoranda dated January 8 and January 16, 1969, the firm's legal 
department requested Messrs. Crimmins and Nissan to cooperate in not soliciting 
customer purchase orders for FSN stock. These instructions apparently were 
subsequently either rescinded or disregarded since, as discussed below, Messrs. 
Crimmins and Nissan were permitted to continue their uncontrolled solicitation 
of customer transactions in FSN stock. 

(b) Market Activity by Walston at the Time of 
Announcement on January 8, 1969 of 2-for-l 
^ Split of Four Seasons Stock 

As indicated above, on January 8, 1969, FSN announced publicly a proposed 

2-for-l split of the company's then outstanding 1,600,000 shares. In contrast to the 

sharp price rise in FSN stock occurring in the November 27 - December 26, 1968 period 


Activity in FSN stock on January 6 and 7, 1969 was as follows: 



Open 

High 

Low 

Last 

Range between 
High and Low 

Volume 

Jan. 6 

87 

90 1/4 

82 3/4 

85 

7 1/2 

31,700 

Jan. 7 

85 

85 1/2 

79 

83 7/8 

6 1/2 

49,100 
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(from 58 1/2 to 99 1/4), the price of the stock declined substantially over the next 
seven trade dates from 99 1/4 on December 26, 1968, to a low of 79 on January 7, 
1969, the day preceding the stock split announcement. However, on the 23 trading 
days following the stock split announcement (January 9 to February 11, 1969), the 
price of FSN stock increased over 50% from its low of 79 on January 7, 1969, 
reaching a then all-time high of 125 on February 11, 1969, closing at 115 1/4 on 
February 14, 1969. As discussed below, Walston was particularly active on the buy 
side on the seven trade dates preceding the stock-split announcement. 

Mr. Crimmins stated in his testimony that the FSN stock split was the 
subject of telephone conversations he had with Jack L. Clark, FSN’s President, in 
early December 1968, prior to its public announcement. According to Mr. Crimmins, 
in one of these conversations Mr. Clark requested him to canvass investor opinion 
as to the advisability of the split, and to report back to Mr. Clark. Mr. Crimmins 
further stated that within a "very few days" he "reported to Mr. Clark that each of 
the contacts made thought that the stock should be split to provide a more orderly 
market." 

Records of Walston indicate that the firm purchased for customers on the 
seven trade dates preceding the stock-split announcement (December 27, 1968 to 
January 7, 1969) a total of 53,080 shares (24%) and sold 29,564 (13%) of the 
Exchange s reported volume of 221,300 shares. How r ever, customer transactions 
in FSN effected at Walston by Messrs. Crimmins, Nissan and Probert in this 
period immediately preceding the stock-split announcement were predominantly on 
the buy side, with their purchases alone aggregating 37,800 shares, approximately 
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17% of total Exchange volume. On January 7, 1969, Mr. Nissan purchased 200 shares 
for his own account at 84 5/8 and 100 shares for his wife’s account at 81 3/4. Four 
institutional accounts serviced by Messrs. Nissan and Probert purchased 23,000 
FSN shares and sold none in the seven days immediately preceding the 2-for-l 
stock split announcement on January 8, 1969, as follows: 


Customer 

Dates of 

Purchase 

Price Ranges 

FSN Sha 

Investors Stock Fund 

Dec. 30, 1968 

84 1/2 - 90 

15,000 

Gibraltar Growth Fund 

Dec. 30, 1968- 
Jan. 6, 1969 

88 - 90 3/4 

5,000 

Foreign Commercial 

Bank, Zurich 

Dec. 31, 1968 

99 1/2 - 92 

2,000 

IDS Progressive Fund 

Jan. 3, 1969 

85 - 85 3/8 

1,000 


In contrast to the sharp decline in the price of FSN stock between 
December 26, 1968 and January 7, 1969, when certain of Walston's institutional 
accounts were accumulating FSN stock, in the 29 trading days between January 8 and 
February 14, 1969, the stock increased again, closing at 115 1/4 on the latter date, 
almost 100% of the 58 1/2 offering price in late November 1968. Including the week 
ended January 10, 1969, to and including the week ended February 14, 1969, Walston 
alone purchased during these 29 trading days 169,200 shares (20%) and sold 148,000 
shares (18%) out of a total of 841,500 shares traded on the Exchange, accounting for 
approximately 10,000 shares per day out of an overall average volume cn the Exchange 
of about 29,000 shares per day. 
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As discussed in Sections 6 and 7 below, Gibraltar Growth Fund and certain 
other institutional clients of Walston continued to accumulate additional blocks of FSN 
stock following a meeting held on January 13, 1969 in Fort Lauderdale, Florida at the 
offices of Gibraltar Growth Tund attended by Mr. Crimmins, and at which Jack L. Clark, 

FSN's President, furnished certain information concerning FSN's future nursing center 
construction program. 

7 • Meeting at Gibraltar Growth Fund's 

Offices in Fort Lauderdale, Florida 
on January 13 , 1969 

* l 

On January 13, 1969, Mr. Crimmins accompanied Jack L. Clark to a meeting 

at the offices of Gibraltar Growth Fund in Fort Lauderdale, Florida. The host was David 

O. Ehlers, then a registered representative associated with Riter & Co. and President 

8 / 

of Gibraltar Growth Fund. Also in attendance were members of Gibraltar's staff, and 
an individual whose substantial account was serviced by Mr. Nissan, Judson S. Sayre 
of Miami, Florida, who had introduced Jack L. Clark to Mr. Ehlers at the Superbowl 
football game in Miami the previous day. At the time of the meeting Mr. Sayre held a 

7,000 position in FSN stock purchased through Walston commencing with FSN's Novem¬ 
ber 26, 1968 offering. 

Testifying before Exchange representatives on November 18, 1969, Mr. 

Ehlers stated that during one of his visits to New York in the Fall of 1963, Mr. Sayre 
a wealthy retired businessman residing in Florida, had introduced him to Mr. Nissan, 


Appendix IV describes the affiliations between Riter & Co. , Mr. 

Ehlers and Gibraltar Growth Fund. The Fund was sponsored by Riter 
& Co. and in 1968 was reported as having the second highest percentage 
of appreciation in net asset value of all publicly held mutual funds (72.7%). 







and that approximately one month later on November 29, 1968, Gibraltar Growth Fund 
made its initial investment in FSN stock after Mr. Sayre had cited the stock to Mr. 

Ehlers as an "interesting" situation. Records produced by Gibraltar Growth Fund 
indicate that between November 29 and December 6, 1968, the Fund made its initial pur¬ 
chases of 15,000 FSN shares through Walston and 5,000 shares through Riter & Co. 
at prices ranging from 63 5/8 to 65. As indicated below by July 1969, Gibraltar Growth 
Fund held 226,000 FSN shares of a market value at that time exceeding $13 million. 

In recounting the events leading to the Fort Lauderdale meeting with 
Messrs. Ehlers and Jack L. Clark on January 13, 1969, Mr. Crimmins testified that a 
few days earlier he had accompanied Mr. Probert to Minneapolis on a visit to 
Investors Diversified Services ("IDS"), a substantial institutional account of Walston 
serviced by Mr. Probert and which at that time had established a position of 
approximately 75,000 FSN shares. Mr. Probert indicated that IDS was seeking 
further contacts and more information concerning FSN, and that he had requested 
Mr. Crimmins to go with him because he "had more knowledge of FSN." 

Messrs. Crimmins and Probert, accompanied by two representatives of 
IDS, proceeded from Minneapolis to FSN’s Oklahoma City headquarters on January 10, 
1969, where they met Messrs. Clark and Bouse and other FSN officers and employees 
and they spent a day touring the company's facilities. On the following day, 

January 11, Mr. Probert returned to New York. Mr. Crimmins, however, flew 
with Messrs. Clark and Bouse, and FSN's counsel to Miami to attend the Superbowl 
game on January 12. Mr. Sayre introduced Mr. Clark to Mr. Ehlers during half¬ 
time and arrangements were made for the Fort Lauderdale meeting the next day. 




Mr. Ehlers testified that following a luncheon discussion on January 13, 1969 
concerning FSN, he prepared a two-page memorandum of the matters covered by Mr. 
Clark. Mr. Ehlers further stated that on the following day, January 14, 1969, he began 
a program of buying additional FSN stock for Gibraltar Growth Fund. 

Mr. Ehler s memorandum of January 13, 1969, stated in part: 

"Four Seasons cf America intends to construct additional beds as shown below: 


Installed Beds 


Date 

At End of Period 

1-1-69 

2,400 

6-30-69 

5,400 

6-30-70 

13,400 

6-30-71 

20-22,000 


Constructed Beds 
of Additional Capacity 
During Period _ 


3,000 

8,000 

6,600-8,600 


Construction profits are estimated at $1500 pre-tax per bed, operating profits 
are estimated at $700 per bed pre-tax per year, while gross volume amounts 
to $5,000 per bed per year. 


Under the foregoing circumstances, we estimate earnings per share for the 
periods shown as follows: 


6 Months 
Ending 


Constructed Beds 


During Period 

3,000 

Pre-Tax Profit 


($1500 per Bed 

$4.5 mil 

7% Operating Fee (1) 

— 

Pre-Tax FTofits 

$4.5 mil 

Taxes (at 35%) 

$1.6 mil, 

Net Income After Taxes 

$2.9 mil 

Earnings per Share (2) 

$1.81 


Year. 

Year 

Ending 

Ending 

8,000 

6,600 - 8,600 

$12.0 mil. 

$9.9 - $12.8 mil. 

$2.1 mil. 

$4.9 mil. 

$14.1 mil. 

$14.8- $17.7 mil. 

$4.9 mil. 

$5.2 - $6.2 mil. 


$9.2 mil. $9.6 mil. - $11.5 mil. 

$5.10 $4.80 - $5.80 


It seems likely that the attainment of fiscal 1970 results would result in further expansion 
of construction and development activity resulting in sharply higher fiscal 1971 results." 




In his Exchange testimony, Mr. Ehlers confirmed that the specific estimates 


of FSN bed construction set forth in his contemporaneous memorandum emanated from 
his discussions with Jack L. Clark on January 13, 1969, and that he did not know at 
the time whether FSN had announced any of this information publicly. According to 
Mr. Ehlers, however, he prepared on his own the estimates appearing in the memorandum 
of FSN's anticipated per share earnings from the new construction based on FSN's 
historical rates of earnings. 

As indicated in the succeeding Section of this Report, the market price of 
FSN stock rose substantially in the month follow ing the January 13, 1969 meeting in 
Fort Lauderdale, as Gioraltar Growth Fund and certain institutional customers solicited 
by Walston accumulated significant positions in FSN stock. 

8. Walston Activity in Four Seasons Stock Following 
Fort Lauderdale Meeting on January 13, 1969 

FSN stock closed at 85 1/4 on January 13, 1969, the day of the Fort 
Lauderdale meeting between Jack L. Clark and Mr. Ehlers, on volume of 21,300 
shares, trading that day between a high of 85 1/2 and a low of 82 3/4. On the 
following day, January 14, 1969, the stock opened at 88 and reached a high of 101, 
closing at 97 1/8 on volume of 74, 100 shares, up 11 7/8 from FSN's closing price 
of January 13, 1969. On 22 trading days between January 15 and February 14, 1969, 

FSN reached a high of 125 on February 11 and a low of 95 on January 20, closing on 
February 14 at 115 3/4, an increase of 33 1/8 from FSN's closing price on Friday, 

January 10, 1969. 

Exchange clearing reports summarized in Appendix II reflect the substan¬ 
tial market activity by Walston during the five weeks beginning Monday, January 13, 
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1969, and ending Friday, February 14, 1969. In the 24 trading days spanning this 
period, Walston’s purchases and sales totalled 273,500 FSN shares out of a total 
of 678,200 shares traded on the Exchange, approximately 40% of total volume. 

Records of Walston, Riter & Co. and Gibraltar Growth Fund reviewed by 
the Exchange indicate that commencing on January 14, 1969, the day following the 
Fort Lauderdale meeting between Mr. Ehlers and Jack L. Clark, Gibraltar Growth 
Fund which then had a position of 20,000 FSN shares, purchased an additional 25,000 
shares costing approximately $1.8 million, 15,000 shares through Walston on 
January 14 and 10,000 shares through Riter & Co. on January 14 and 15, 1969. 

In the ensuing days and weeks Gibraltar Growth Fund continued to accu¬ 
mulate FSN stock through Walston and Riter & Co., acquiring 35,600 shares costing 
$4.7 million in the month of February 1969, prior to the effective date of the 2-for-l 
stock split on March 24, 1969. By February 28, 1969, Gibraltar Growth Fund held 
80,600 pre-split FSN shares acquired since late November 1968 at a total cost of 
approximately $8 million. At February 28, 1969, Gibraltar Growth Fund's holdings 

alone of FSN stock amounted to approximately 5% of the then outstanding shares and 

9_/ 

close to 8% of the outstanding stock not held by management and Walston. 


At Jack L. Clark's invitation, in late January 1969, Messrs. Ehlers, 
Crimmins and Gordon H. McCollum flew to Palm Springs, California to 
play golf. Amos D. Bouse, Jr., and James P. Linn, an officer of FSN's 
mortgage and franchising subsidiaries, also were present. 
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As indicated in the tabulation below, at the same time Gibraltar Growth Fund 
was acquiring substantial blocks of FSN stock, other institutional customers of Walston 
serviced by Messrs. Crimmins, Nissan and Probert, also were active on the buy side, 
including Manhattan Fund which acquired 48,000 shares between trade dates of 
February 7 and March 3, 1969: 




Date 

(1969) 

Customer 

Number of FSN Shares Pur¬ 
chased and Price Ranaes 

January 14 

Credit Lyonaisse Corp. 

4,000 (92 3/8 - 99) 

22 

Sefi & Co. 

6,500 (105 - 110) 

February 7 

Manhattan Fund 

7,300 (120 1/4 - 123) 

12 

(l H M 

4,000 (118 1/8 - 122 1/4) 

• 

14 

II II M 

10,000 (116 3/8 - 117) 

20 

•I II II 

10,000 (102 5/8) 

25 

II H II 

6,700 (100 1/4 - 109) 

March 3 

II II II 

10,000 (100 1/2 - 109) 


On trade date, February 11, 1969, when FSN attained its all-time high up to 
that time of 12 5, Mr. Crimmins sold for his personal account through Walston 4,200 
FSN shares at 121 7/8, realizing net sale proceeds of over $500,000. Testifying 
concerning this transaction, Mr. Crimmins '-.cated: 

The reason I sold that stock was to use the proceeds to pay 
for the unregistered securities I bought, the long-term securities 
from Messrs. Clark, Bouse and Gray . . . . " 
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As indicated in Section 4 above, despite the fact that he realized over 

I 

$500,000 from his sale on February 11, 1969, Mr. Crimmins only paid $230,000 on 
March 15, 1969, of the $650,000 he then owed Jack Clark and his associates on 
account of Mr. Crimmins' two private purchases of FSN stock. 

9• Walston Offering of Shares of Four Seasons 
Equity Corporation - February 28, 1969 

By means of a registration statement effective February 28, 1969, Walston ‘ 
as managing underwriter participated to the extent of approximately 250,000 shares in 
a public offering of 545,000 shares of Four Seasons Equity Corporation ("Four Seasons 
Equity"). Four Seasons Equity had been organized in late 1968 for the purpose of 
providing mortgage funds for the financing of nursing centers to be constructed by 
FSN. The shares of Four Seasons Equity were offered by the Walston underwriting 
group at $11 per share and they tripled in price immediately in the over-the-counter 
market. 

An integral part of the financing of Four Seasons Equity was the obtaining of 
advance commitments from institutional investors for the purchase of approximately 
$20 million principal amount of 7 1/2% First Mortgage Notes of a subsidiary of 
Four Seasons Equity. According to Glenn R, Miller, Walston's Executive Vice- 
President, the financing was originated by the firm's corporate finance department 
in Chicago headed by Mr. Miller. Mr. Miller further stated that although it was 
not customary for Walston’s registered representatives and other personnel engaged 
primarily in selling activities to assist in private placements with institutions, Mr. 
Crimmins was permitted by the firm to provide Jack L. Clark with introductions to 
Marine Midland Bank and Hemisphere Fund, and Edward Hiscox, another sales 
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officer of Walston, placed $1 million of notes with Foster McGaw. Marine Midland 
Bank eventually acquired $1.2 million of Four Seasons Equity 7 1/2% Mortgage Notes 
in December 1968. Mr. Crimmins testified that in lieu of cash compensation for his 
services he received warrants to purchar * common stock of Four Seasons Equity at 
$14 per share exerciseable after January 27, 1970. In all, Walston obtained commit¬ 
ments from 14 institutions for $19,500,000 principal amount of 7 1/2% Mortgage Notes of 
Four Seasons Equity subsidiary. In consideration of the commitments the institutions 
received warrants to purchase C5,000 shares of Four Seasons Equity common stock 
at $14 per share and 130,000 shares at $15 per share. 

As indicated in Section 6(b) above, in January 1969, following informal 
discussions with the Exchange, Walston's legal department issued instructions to 
Messrs. Crimmins and Nissan to discontinue their solicitation of customer purchase 
orders of FSN stock, after the Exchange had suggested the possible impropriety of 
such solicitation in view of Walston's underwriting and financial advisory relation¬ 
ships to FSN, coupled with the substantial position in FSN stock held by officers 
of the firm. In late February 1969, however, Walston’s compliance department 
informally advised the Exchange that the firm wished to permit Messrs. Crimmins 
and Nissan to resume the solicitation of FSN purchase orders. Walston's indication 
that it intended to rescind the January 1969 instructions carried with it an implica¬ 
tion that the activities of Messrs. Crimmins and Nissan were being closely 
supervised by the firm. 

There was no disclosure by Walston to the Exchange, however, at the 
time Walston expressed a desire in late February 1969 to permit the resumption 
of solicitation by Messrs. Crimmins and Nissan , of the extent of their past 
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soliciting activities, or of the close relationships which they had established with FSN 
and its officers, including the fact that Mr. Crimmins had already arranged a private 
purchase for his own account of 10,000 FSN shares from FSN's three principal officers. 

10. Walston Activity in Four Seasons Stock in March 1969, 

Prior to Public Announcement on April 7, 1969 of 
Four Seasons Franchising Program 

In 15 trading days from March 3 to March 21, 1969, FSN traded on a when- 
issued basis (prior to the effective date of the 2-for-l stock split on March 24) between 
a low of 46 3/4 and a high of 55 1/2, closing on Friday, March 21, 1969 at 54 on 
relatively modest volume for the 15 days of approximately 100,000 shares, an average 
of about 6,600 shares per day. However, during the single week of March 24 - 28, 

1969 (when the 2-for-l stock split became effective), FSN stock rose sharply attaining 
a high of 64 3/4 on March 27, closing on March 28 at 62 . 328,500 FSN shares were 
traded on the Exchange between March 24 - 28, of which 255,000 shares, comprising 
approximately 60% of volume for all of March, were traded on only three days, 

March 25 , 26 and 27, 1969. In the single week ended March 28, 1969, Walston's 
combined purchases and sales aggregated 183,000 shares, equal to 56% of total 
Exchange volume that week of 328,500 shares. 

Walston's extensive market participation in FSN stock during the last 
week in March 1969, preceded by about ten days FSN's first public announcement 
made on April 7, 1969, of the company's plans to franchise the Four Seasons name 
for use by local groups planning to construct nursing centers. FSN stock rose to 
66 on April 7, 1969, following the franchise program announcement, and by the 
close on Friday, April 11, the stock was 69, after attaining a high of 72 1/2 on 
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Friday, April 11, 1969. A total of 391,000 FSN shares were traded on the Exchange during 

10 / 

the week of April 7 to 11, 1969, following the announcement. Walston, which had been 
predominantly on the buy side in January, February and March 1969, sold twice as many 
FSN shares in April 1970, as it bought (90,100 shares purchased against 170,300 shares 
sold) during <his period of rapid increase in the price of FSN stock. (See chart annexed 
to Appendix III). Certain of these sales were for the accounts of persons associated 
with FSN who had purchased shares just prior to the franchise program announcement at 
substantially lower prices. 

5,000 FSN shares costing approximately $300,000 were purchased by Mr. 
Crimmins between March 21 and April 3, 1969, for accounts maintained at Walston for 
James P. Linn and Julian D. Helm, officers of FSN subsidiaries, under the circum¬ 
stances discussed below. Mr. Nissan purchased approximately 14,600 FSN shares 
for customers at prices between 49 1/4 and 63 3/4 in the period from March 24 to 
April 4, 1969. In addition, Mr. Nissan purchased 700 FSN shares on March 25, 1969 
for his personal account and that of his wife. On April 8 to 11, 1969, following the 
FSN franchise program announcement on April 7, a number of customers of Messrs. 
Crimmins and Nissan (including the two officers of FSN subsidiaries mentioned above), 
realized short term trading profits by selling at prices between 67 5/8 and 71 1/2 FSN 


10 / The public announcement of the Four Seasons Franchise program was 

carried on the tape on April 7, 1969 at 11:2 8 a.m., following a halt in 
trading on the Exchange at 10:27 a.m. and stated in part: 

"Four Seasons Nursing Centers of America has completed 
plans for making Four Seasons Nursing Centers available to 
local doctors and businessmen on a franchise basis." 
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shares purchased prior to the franchise program announcement in late March and in the 
first week of April 1969 , at substantially lower prices. 

Mr. Crimmins opened an account at Walston on January 3, 1969, for James P. 
Linn, who subseauently became President of Four Seasons Equity. Although a Walston 
new account form for Julian D. Helm who subsequently became Vice-President of 
Four Seasons Franchise Centers, Inc. is dated April 16, 1969, as noted above 2,000 
FSN shares were purchased for Mr. Helm's account on April 1 and 3, 1969. In all, 

5,000 FSN shares were purchased for the Linn account between February 2 6 and April 3, 

) 

1969, of which 3,000 shares were purchased between March 21 and April 3, 1969 
at approximately $58 per share. On April 24, 1969, 1,000 FSN shares were sold for 
Mr. Linn's account at $75 per share. Mr. Helm's account indicates that he purchased 
2,000 shares at 60 and 64 1/8 through Walston on April land 3, 1969, and that he sold 
1,000 shares at 75 on April 24, 1969. 

In connection with the purchase of 3,000 FSN shares by James P. Linn 
commencing on March 21, 1969, Mr. Crimmins stated that in calls he placed to Mr. 

! 

Linn in Spearman, Texas on March 21, 2 5 and 28, 1969, he recommended the purchase 
of FSN stock to Mr. Linn because he "thought the stock was going to enjoy a pretty 
substantial appreciation in price and he ought to buy some stock." 

On March 14, 1969 Gibraltar Growth Fund purchased an additional 10,000 
FSN shares increasing its position to 181,200 shares. On March 25 and 26, 1969 
the Fund manager, David O. Ehlers purchased for his personal account at Riter & Co. 

2,000 FSN shares. Mr. Ehlers indicated to the Exchange that these purchases were 
prompted by information regarding the FSN franchising program, referring to it in 
this manner: 
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. a $13 million financing program, which was going to have a 
substantial and immediate fantastic impact on the market price 

Mr. Ehlers' anticipation of the market impact of this information proved 
correct and he began selling FSN shares on April 7, 1969 12 minutes after the 
announcement on the tape of this news, selling a total of 1,100 shares on April 7 
and 8, 1969 for a profit of approximately $10,000. 

Mr. Crimmins was afforded an opportunity at his Exchange interview to 
account for the noticeable buying activity in FSN stock on behalf of customers of 
Walston in the two weeks preceding the first public announcement on April 7, 1969 
of the Four Seasons franchise program. Mr. Crimmins' testimony and documents in 
the record indicate that Mr. Crimmins and other sales personnel of Walston were 
aware of the essential facts prior to the public announcement of this corporate 
development, and that, nevertheless, they were permitted without any restriction 
to solicit customer transactions, including trading transactions in FSN stock by 
persons in FSN's management. 

As discussed below, Mr. Crimmins was in close contact with Jack L. 
Clark in New York City for most of the week of March 31 - April 4, 1969, when 
Mr. Clark, with Mr. Ehlers' assistance, solicited institutional participations of 
$13 million in the FSN franchise program. Form 4 Reports filed with the Exchange 
by Messrs. Clark, Bouse and Gray indicate that their sale of a 10,000-share 
block of FSN stock at $30 per share to Mr. Crimmins occurred on April 4, 1969. 

As indicated in Section 4 above, Mr. Crimmins had arranged this purchase in 
March 1969. On April 7, 1969, the day of the FSN franchise program announcement 
when Mr. Crimmins executed his note to Messrs. Clark, Bouse and Gray calling for 
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payment of the $245,000 balance of the purchase price in two installments in 1970 
and 1971, FSN stock closed at $66, over double the price at which Mr. Crimmins 
purchased his second block of 10,000 shares from FSN's principal officers. 


11. Meetings in New York City on March 31 - April 4, 1969 in 
Connection with $13 Million Private Placement for Four 
Seasons Franchise Centers, Inc. 

Testifying before the Exchange on November 18, 1969, Mr. Ehlers stated 
that in discussions with Jack L. Clark in mid-February 1969, Mr. Clark had brought 
up the subject of organizing an FSN franchising subsidiary: 

"He told me they were considering a new venture: Four 
Seasons Franchise Centers. They didn't know if they wanted 
to get involved in franchising with doctors in small towns. 

"He called me about a week later. We talked some more, 
and we talked a little bit about this thing. They thought they 
might do this thing, go into a new venture, and he asked me if 
we would have any interest in a private placement or what-not. 

"I said, 'I don't think we would in the Gibraltar Growth 
Fund because we have a lot of stock.' I said we might have 
some clients at Riter & Company or could introduce Jack to 
some clients directly that might have an interest. Thereafter 
I wrote that memorandum." 

As indicated in a letter dated February 23, 1970 written by Jack L. Clark 
to the Exchange, Mr. Linn and Mr. Clark had initiated discussions as early as 
January 1970, concerning the organization of a Four Seasons franchising sub¬ 
sidiary. Mr. Clark's letter stated in part: 

"Mr. James P. Li.nn and I first discussed our company's plans to 
establish a franchising company in late January 1969. At about 
the same time Mr. Linn and I had our first discussions concerning 
his becoming associated with Four Seasons as President of the 
franchising subsidiary." 
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Mr. Ehlers produced at his Exchange interview on November 20, 1969, a . 
six-page memorandum dated March 27, 1969, which Mr. Ehlers stated he had prepared 
for the purpose of presenting financial and other information to prospective participants 
in a private placement to obtain funds for the FSN franchising program. The Ehlers 
memorandum contained financial and other information concerning a new FSN franchising 
subsidiary to be 80% owned by FSN and 20% owned by Four Seasons Equity, and it 
included projections of anticipated operations and earnings predicated upon the raising 


( 


\ 


of $13 million of initial equity capital. .: 

In recounting his efforts to obtain requisite financing of the Four Seasons 
franchising subsidiary, Mr. Ehlers stated that he spent four days, March 31 to April 3, 
1969, in New York City. There, he and Jack L. Clark jointly solicited the interest of 
prospective institutional investors in a private placement consisting of the package 
designed by Mr. Ehlers of FSN and Four Seasons Equity securities. According to Mr. 
Ehlers, during his New York City visit, he saw Mr. Nissan at Walston s offices and 
he saw Mr. Crimmins "two or three times." In describing the favorable reaction of 
institutions which were approached in the FSN franchising program, Mr. Ehlers stated: 

". . . . The total we started out to raise was something like 
$10 million. Then it got raised to 12 and 13. Then they ultimately 
ended up selling 15, and that all occurred the first week in April. 

It ultimately became fifty percent larger than we had anticipated. 

I think we started out to raise eleven million dollars for some reason. 

According toa list produced by Mr. Ehlers of the participants in the FSN 

franchise subsidiary financing, a group consisting of ten institutions and two private 

individuals made commitments to invest a total of $15 million for the purchase of 

investment units consisting of a total of 190,000 shares of FSN for $12 million 
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(approximately $63 per share), and 75,000 shares of Four Seasons Equity for $3 million 
($40 per shar^, 

Mr. Ehlers stated that his arrangements with FSN called for a 1% finder's 
fee, but since he was responsible for only $7 to $8 million of the $15 million in 
subscriptions obtained during the week of March 31 - April 4, 1969, he and Riter & Co. 
agreed to a $100,000 fee to be paid by FSN, of which Mr. Ehiers' share was $75,000. 
According to Mr. Ehlers, he and Riter & Co. subsequently elected to take their com¬ 
pensation in the form of warrants to purchase stock of Four Seasons Franchise Centers, 
Inc. at $13 per share. 

Mr. Ehlers testified that some $8 million to $9 million of the commitments 
made for the FSN franchising subsidiary were obtained by Jack L. Clark through his 
own contacts. However, the list of subscribers produced by Mr. Ehlers indicates 
that three of the largest participants were IDS ($1,850,000), Tsai Management Co., 
an affiliate of the Manhattan Fund ($2,2 50,000), and Summit Management and 
Research Corp. ($1,000,400). As indicated above, IDS and Manhattan Fund origi¬ 
nally were introduced to Jack L. Clark and FSN by Walston in connection with the 
pre-offering financing of Four Seasons Equity notes. (See Section 9 above). Summit 
Research and Management was the investment adviser to Hedge Fund of America, 

Inc. of which Glenn R. Miller was a director. 

Despite the fact that two of the largest subscribers to the FSN franchising 
subsidiary financing were Walston clients introduced to FSN by Walston, and one 
of the subscribers was a mutual fund of which Mr. Miller was a director, Messrs, 
Crimmins and Miller sought to convey an impression in their Exchange testimony 
that Messrs. Clark and Ehlers acted on their own and that Walston lacked any 
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specific knowledge, prior to April 7, 1969, of the FSN franchise program or of the 
participation of certain of Walston's major institutional clients in the financing 
of the program. As discussed below, Mr. Crimmins' inconsistent testimony and 
other undisputed facts of record, including the fact that Mr. Crimmins spent a 
good part of the week of March 31 to April 4, 1969 with Jack L. Clark and his 
associates, indicate that in this instance, as in the case of Mr. Crimmins' 
explanation of his personal purchases of FSN stock from Messrs. Clark, Bouse 
and Gray, Mr. Crimmins was neither candid nor forthright. Moreover, Mr. 
Crimmins failed to offer a credible explanation for the heavy activity by Walston, 
including Mr. Crimmins' customers, in the period of March 25 to April 3, 1969, 
preceding the franchise program announcement on April 7, 1969. 

At his initial Exchange interview on November 25, 1969, Mr. Crimmins 
indicated that he first learned that FSN was considering a franchising program two 
months prior to the public announcement in February 1969, when he attended a 
seminar in New York City, also attended by Jack L. Clark, dealing with the 
nursing home industry and sponsored by Equity Research Associates, Inc. : 

"0 When did you learn that the company was considering 
setting up a franchising subsidiary? 

A You are talking of the time? 

Q Yes. 

A I remember Bob frobert, who is a partner of mine who 
works in institutional sales, had set up a dinner 
meeting. Mr. Kowalski was there representing Credit 
Lyonnaise and Mr. Sheldon Greenberg with IDS. Mr. 

Clark, Mr. Probert, myself, and that was it, five of 
us. Going back in time, if my memory serves me, I 
think it might have been the evening of the day of that 
Equity Research seminar.'' 
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Mr. Probert confirmed that the dinner meeting referred to by Mr. Crimmins 
occurred on the evening of February 4, 1969, at Lutece Restaurant in New York City 
following the seminar, and that in addition to Jack L. Clark and the IDS and Credit 
Lyonnaise representatives, the dinner was attended by two other individuals asso¬ 
ciated with FSN, Karl Keller and William Meer. 

Also, at Mr. Crimmins' November 25, 1969 interview, in response to the 
following question: 

"0 Do you recall if you did introduce Mr. Clark to any of your customers other 
than the ones we have already mentioned? Let me mention some specific 
customers and I will ask you if you did introduce Mr. Clark. One is 
Credit Lyonnaise Corporation?", 

Mr. Crimmins testified initially as follows: 

"A Definitely." 

************* 

"I think Steve was at a dinner meeting one night. I think Jack Clark made 
a presentation to Steve Kowalski (of Credit Lyonnaise) and Sheldon Green¬ 
berg of IDS on the proposeu sale of letter stock of Four Seasons Nursing 
Centers and Four Seasons Eruity which he wanted to sell shares of both 
to create the franchise company, and institutionally-oriented accounts 
such as IDS and Credit Lyonnaise had certainly the financial wherewithal 
to make such an investment." 

Following submission to Mr. Crimmins of the transcript of his November 25, 
1969 interview for signature, Mr. Crimmins revised his foregoing testimony materially 
to read as follows: 

"I think Steve was at a dinner meeting one night. I think Jack proposed an idea 
before hand to Steve Kowalski and Sheldon Greenberg of IDS on the creation of a 
package of 50 million in long term mortgage monies, and institutionally-oriented 
accounts such as IDS and Credit Lyonnaise had certainly the financial wherewithal 
to make such an investment." 

In a letter to the Exchange dated December 2, 1969, Mr. Crimmins replied as 
follows to the Exchange's request that he furnish the source from which he first learned 
of FSN proposed franchising activities: 
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.... it is likely that the subject of franchising may have 
come up during the Equity Research Associates seminar held in 
New York in February 1969. However, I have no recollection of 
discussing specifically the subject of franchising with anyone 
during the Ecuity seminar and to the best of my recollection 
nothing of a specific nature was known by me concerning Four 
Seasons' definitive franchising concepts until the official 
announcement of the company in April." 

As noted above, Hedge Fund of America and two of Walston's major 
institutional clients which previously had been introduced to FSN by the firm (IDS 
and Manhattan Fund), became substantial participants in the FSN franchising program. 
Gibraltar Growth Fund, which was instrumental in arranging the private placement for 
FSN's franchising subsidiary, was introduced to FSN through Walston. Records 
reflecting Mr. Nissan's telephone toll calls indicate that between March 4 and 
March 27, 1969, he had placed twenty calls to Fort Lauderdale, Florida, the 
Gibraltar Fund's main office, including 3 calls on March 25 when Mr. Nissan 
purchased 700 FSN shares for his own account, and six telephone calls on March 26, 
1969. Prior to April 7, 1969, Mr. Crimmins had established an unusually close 
personal relationship with FSN's management as evidenced by, among other things, 
Mr. Crimmins purchases of over $600,000 worth of FSN stock from the Company's 
principal officers on extremely liberal credit terms. During the two weeks prior 
to April 7, 1969, Walston purchased and sold almost 50% of the 479,000 shares 
traded on the Exchange. These facts, considered in light of the facts set forth 
below indicating that Mr. Crimmins had continuous contacts of both a business and 
social nature with Jack L. Clark in New York City during the week of March 31 - 
April 4, 1969, make it most unlikely that the officers of Walston were not generally 
aware in advance of the public announcement on April 7, 1969 of the material facts 
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concerning the FSN franchising program. 

In the late afternoon of March 31, 1969, Mr. Ehlers and Mr. Crimmins 
attended a gathering for cocktails at Jack L. Clark's suite at the Regency Hotel, 
which also was attended by James P. Linn and other persons associated with FSN, 
and by Francis J. Santangelo, the Exchange specialist in FSN stock. On the next 
evening, April 1, 1969, Mr. Crimmins joined a group including Messrs. Clark, Linn 
and Santangelo for dinner at Mike Manuche's Restaurant and later they attended a 
basketball game at Madison Square Garden. As noted above, James P. Linn, as 
well as Julian D. Helm, two of the principal officers of FSN's new franchising 
subsidiary, purchased through Walston a total of 4,000 FSN shares on April I and 
April 3 , 1969 . 

Mr. Crimmins has denied in his statements and representations to the 
Exchange that the Linn and Helm purchases of FSN stock, as well as the purchases 
by his other customers in the March 2 5 - April 3, 1969 period prior to the public 
announcement of the FSN franchising program on April 7, 1969, were prompted by 
material information not yet disclosed to the investing public. However, in light 
of Mr. Crimmins' continuous contacts and substantial personal dealings with 
FSN's top management officials and his efforts to obtain financing for FSN ventures, 
it is clear that Mr. Crimmins was well aware of the imminent undertaking by FSN 
of this franchising program when he was soliciting purchases by customers. 

12 . Inadequacy of Walston's Procedures to Control 
Solicitation of FSN Transactions and Misuse 
of Inside Information 
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(a) Admonitions Given by the Exchange 
to William D. Fleming in 1969 _ 

Prior to requesting Walston's responsible officers to appear for interviews in 
November 1969, written warnings were sent by the Exchange to William D. Fleming, 
Walston's President, beginning in June 1969, concerning the potential danger arising 
out of Walston's special relationships with FSN of permitting the uncontrolled solici¬ 
tation of customer orders for FSN stock. Mr. Fleming's failure to furnish the Exchange 
by late October 1969 with adequate assurances that Walston had adopted and was 
enforcing effective safeguards to control solicitation of customer orders for FSN stock, 
made it necessary for the Exchange initially to call Mr. Crimmins for interviews 
commencing on November 20, 1969, and later to call Messrs. Nissan, Probert, Miller 
and McCollum, as well as David O. Ehlers and other connected with Riter & Co. and 
the Gibraltar Growth Fund. The record of investigation discloses that despite the 
Exchange's efforts to alert Mr. Fleming to Walston's obligations as a member organ¬ 
ization, throughout the balance of 1969 and in the first four months of 1970 until 
trading in FSN stock was halted on April 30, 1970, Messrs. Crimmins, Nissan and 
others were allowed to persist in the very practices about which the Exchange earlier 
had registered its serious concern. Details of the correspondence and meetings between 
Mr. Fleming and the Exchange in 1969 ore discussed below. The events which prompted 
the Exchange to send its warning to Mr. Fleming are illustrated in Appendix II and the 
chart attached to Appendix III. 

As noted in Section 10 aoove, Walston was particularly active in FSN stock 
during the months of March and April 1969 both before and after the April 7, 1969 
announcement of FSN's plans to engage in franchising operations. On April 28, 1969 
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trading in FSN stock was halted briefly by the Exchange and resumed after FSN had 
issued a release stating that $13 million had been raised for Four Seasons Franchise 
Centers, Inc. through the private placement described in Section 10 above. On 
May 19, 1968, FSN announced that it was seeking to negotiate $90 million in long¬ 
term financing from three institutional investors for the new franchising operations. 

Walston continued to account for a significant portion of Exchange activity 
in the five weeks ended May 29, 1969, buying and selling a total of 256,800 shares, 

31% of the 825,500 FSN shares traded on the Exchange during that period. During 
the single week ended May 2, 1969, Walston traded 111,500 FSN shares, 42% of total 
volume. Customers of Mr. Nissan purchased approximately 27,700 FSN shares during 
the week of April 28 - May 2, 1969, accounting for over 40% of Walston's total 
purchase activity. FSN stock traded between a high of 82 1/2 and a low of 71 3/8 in 
May 1969, closing at 76 5/8 on May 29, up 3 1/4 from its closing price on April 30, 1969. 

As noted in Section 6(b) above, on January 8, 1969, Walston's compliance 
department, following informal discussions at the time with the Exchange staff, 
instructed Mr. Crimmins to cease the solicitation of customer purchase orders for FSN 
stock. Instructions of similar purport were given by the firm to Mr. Nissan on 

I 

January 16, 1969. However, in the latter part of February 1969, Walston indicated 
to the Exchange that it was rescinding these restrictions on solicitation. 

Noting Walston's extensive market participation in FSN stock in April and 
May 1969, despite the warnings given in early January 1969 concerning the solicitation 
of customer purchase orders, on June 17, 1969, the Exchange wrote to Mr. Fleming to 
apprise the firm of the Exchange's concern about the possible use of inside information 


48a 





-45- 


in the continued solicitation by Messrs. Crimmins and Nissan of customer purchase 
orders for FSN stock, and further requesting Walston to furnish the Exchange with a 
written report by July 1, 1969: (1) indicating whether any violations of the federal 
securities laws or Exchange regulations had occurred; and (2) describing existing 
standards and internal controls of the firm designed to control solicitation of 
customer transactions for securities of companies with which the firm had special 
relationships. 

In a written reply to the Exchange dated June 30, 1969, Mr. Fleming stated 
that Walston had conducted a "thorough investigation" and had found that there had 
been no violations of law or the Exchange rules; that the firm's trading activities in 
FSN stock were in accordance wi L h its established policies; and that none of the 
firm's personnel "has been privy to or acted on the basis of any so-called inside 
information." 

Further correspondence and meetings between Walston supervisory 

personnel and the Exchange staff were had in late August and early September 1969, 

7 

\ 

after the Exchange on August 20, 1969, had again written to Mr. Fleming to clarify 
its prior letter to the firm dated June 20, 1969, and to point out that the firm's 
existing supervisory standards and controls still posed a danger of misuse of inside 
information in view of the relationships between Walston and FSN. In particular, the 
Exchange called to Mr. Fleming's attention the firm's failure to adopt appropriate 
safeguards to insulate sales personnel from confidential information concerning 
future developments obtained by the firm's corporate finance and underwriting 
departments, and Walston's failure to subject customer transactions in FSN secur¬ 
ities to adequate control and supervision. 
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Following a meeting held on September 8, 1969 between Mr. Fleming 
and other firm personnel and members of the Exchange staff, Walston agreed to revise 
its previous written procedures, and the firm issued a compliance bulletin to all 
personnel dated October 15, 1969 which, among other things, directed the firm's 
order room to report to the Compliance Director all purchase or sell orders of 1,000 
shares or more of securities of companies with which the firm had special relation¬ 
ships affording access to inside information, and cautioned sales personnel not to 
use inside information in the event it was obtained. 

(b) Continued Solicitation of FSN Transactions 
Bv Walston Subsequent to Tune 1969 

Despite the discussions had between Walston and the Exchange from June 
to October 1969 concerning control of solicitation of customer purchase orders, the 
Exchange's subsequent interviews of witnesses and review of trading and other 
Walston records indicate that in July, August and September 1969, Messrs, Nissan 
and Crimmins continued actively to solicit customer transactions in FSN stock. In 
July, Mr. Nissan purchased 41,000 FSN shares, including blocks of 11,000 and 10,000 
for two institutions. In August, Mr. Nissan's customers purchased 48,700 shares, 
of which 34,000 shares were accounted for by six institutions. In September, Mr. 
Nissan's customers purchased 30,200 shares, of which 16,200 shares were purchased 
by two institutions. Mr. Crimmins purchased 8,400 FSN shares for customers in 

July and 27,100 shares in August 1969. 

Except during a general market decline in late July 1969, when FSN stock 
declined to 49 1/2, the orice of the stock remained relatively stable for most of the 
period between June 2 and September 30, 1969, closing on the latter date at 68, 
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down 5 3/8 from the closing price in April, the month in which FSN stock had its 
sharpest price rise. On October 1, 1969, FSN announced that it had completed plans 
to raise $15 million of new capital through an offering in Europe on behalf of an over¬ 
seas subsidiary; and on October 7, FSN announced that it had increased its authorized 
shares from 4 million to 8 million shares and planned to expand its activities into 
hospital and child day care centers. 

In the month of October 1969, the price of FSN stock again rose sharply on 
an average daily volume of approximately 53,000 shares in the 15 trading days between 
October 13 and October 31, 1969, as the stock reached its all-time high of 90 3/4 on 
October 31, 1969, closing that day at 86 1/4, up 18 1/4, an increase of approximately 
27% for the month. Records of Walston, however, indicate that between October 6 and 
October 24, 1969, the firm was predominantly on the sell side, disposing of a total of 
183,200 FSN shares for customer accounts, amounting to almost 25% of the total 
Exchange volume in these three weeks, while purchasing only 36,400 shares, about 
5% of volume. Total Exchange volume in FSN stock in the month of October 1969 
reached a then all-time high of 1,401,500 shares. 

On October 15, 1969, Walston had 108,700 FSN shares on loan to other 
brokers and had called back 47,700 shares to cover the firm's short position in the 
stock. The Exchange's October 15, 1969 short position report indicated that the 
short position in FSN stock had reached 246,595 shares. Inasmuch as the then 
estimated floating supply of the stock was approximatel y 1,716,000 shares, of 
which 762,000 shares reportedly were held by institutions, the short position 
approached 40% of the estimated remaining supply of approximately 954,000 
shares and served to accentuate fluctuations in price as short sellers sought to 
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cover. As a result, on October 30, 1969, the Exchange issued Information Circular 
#180-69 advising members and member organizations that prior tc making short sales 
they must be in a position to cover by delivery of shares within the normal five-day 
period. 

On October 31, 1969, FSN announced that for its first quarter ended 
September 30, 1969, the company had earned 42£ per share, as compared to 9£ per 
share in the first quarter of its prior fiscal year. 

As discussed further in the succeeding Section of this Report, in late 
April 1970, FSN publicly announced its inability to meet previously projected levels 
of operating revenues and income. This and other information coming to the attention 
of the Exchange prompted a halt in trading in FSN stock on the Exchange on April 30, 
1970. Subsequent interviews conducted in the month of May 1970 of Messrs. Miller 
and McCollum and review of records in Walston's Chicago office disclosed that 
commencing in early December 1969, Messrs. Clark, Bouse and Gray, FSN's princi¬ 
pal officers, and Mr. McCollum while still a director of FSN, had sold through 
numbered and other accounts at Walston substantial blocks of FSN stock for their 
personal accounts. 

13. Events Preceding Halt in Trading in Four 
Seasons Stock on April 30, 1970 

(a) Announcement by Four Seasons of 

Third Quarter Loss and Other 

Material Adverse Developments 

As discussed beiow, Mr. McCollum was interviewed for the first time by 
Exchange representatives on May 7, 1970, approximately one week after the Exchange 
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halted trading in FSN stock on April 30, 1970, following an announcement by Jack L. 

Clark that FSN expected to show a net loss in an indeterminate amount for its third 

quarter ended March 31, 1970. Previously, on October 31, 1969 FSN reported 

earnings of 42$ per share for its first quarter ended September 30, 1969 and 90$ 

per share for the six months ended December 31, 1969. 

Glenn R. Miller, Walston's Executive Vice-President and head of the 

firm's underwriting department, was interviewed by the Exchange on May 22, 1970. 

On January 9, 1970 Mr. Miller had issued an inter-office memorandum to all of 

Walston's branch offices commenting on the recent price decline in FSN stock and 

indicating that t ,e company would earn approximately $2.00 per share in fiscal 

10 / 

1970 and $4.00 to $5.00 per share in fiscal 1971. 

As discussed below, among other matters, the testimony of Messrs. 
McCollum and Miller given in May 1970, disclosed for the first time that shortly 
after the Exchange called in Walston's officers for interviews in late November 1969, 
Mr. McCollum, together with Messrs. Clark, Bouse and Gray, FSN's three principal 
officers and shareholders, had sold simultaneously in December 1969 through numbered 
accounts maintained for them at Walston a total of 39,900 FSN shares for approximately 


10 / Mr. Miller's wire stated in part: 

"The principal reason for the recent price decline appears to be a 
statement by the President, Jack L. Clark, that his estimate for earnings 
for the fiscal year ended June 30, 1970 was closer to $2.00 than the $2.50 
previously estimated by a number of analysts. The $2.00 estimate is 
approximately 2 1/2 times the $.82 per share reported for fiscal '69, so 
it is difficult for us to be worried about the projected level of earnings for 
the current year. Moreover, earnings for the following year are expected 
to show further substantial gains, possibly reaching a level as high as 
$4.00 - $5.00 per share." 
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$2.9 million. Mr. McCollum’s testimony further revealed that while he still was a 
director of FSN he sold on April 27, 1970, three days prior to the first public announce¬ 
ment of materially adverse developments in the affairs of FSN, 1,000 shares, leaving 

himself with a balance of 1,000 shares out of 18,000 shares he acquired at the time 

11 / 

of Walston's original financing of FSN stock in September 1967. 

(b) Insider Sales of FSN Prior to Trading Halt o n April 30, 1970 

In the two months between October 31, 1969 (when FSN attained its all- 
time high of 90 3/4) and December 31, 1969, FSN stock continued to decline, reaching 
73 1/8 at the end of November and 65 7/8 on December 31, 1969. In 1970, the price 
of FSN stock continued its decline, reaching approximately 50 at the end of 
January and 42 by April 15, 1970. Between April 20, 1970 and April 30, 1970, the 
day when trading was halted by the Exchange, FSN stock declined still further with 

the last sale occurring on April 29, 1970 at 32 3/4. 

On November 6, 1969, slightly over two years after they acquired their 

FSN shares, Mr. McCollum joined in a request to the SEC made by Messrs. Clark, 
Bouse and Gray for a no-action letter permitting each of them to dispose of a portion 
of his personal holdings of FSN stock within the limits of SEC Rule 154. The 
joint request was granted by letter dated November 25, 1969. 


U / 9,000 pre-split shares of which 4,500 were sold prior to the 2-for-l 

split in conjunction with FSN’s November 28, 1968 secondary. 
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As indicated by Mr. Miller's testimony (See Section 5(b) above), numbered 

accounts were opened at Walston's Chicago office for Messrs. Clark, Bouse, Gray 

and McCollum and designated accounts "25", "26", "27" and "28", respectively, to 

permit transactions for FSN's principal officers "without a lot of conversation and 

gossip", and the numbered accounts were used solely for sales of FSN stock for 

these individuals. In the month of December 1969, commencing approximately one 

week after Mr. Crimmins had been called in for his initial Exchange interview on 

November 25, 1969, a total of 39,900 FSN shares were sold for approximately $2.9 

million in the four numbered accounts, of which 38,400 shares were disposed of in 

12 / 

a single day, December 2, 1969. These insider sales alone accounted for approx¬ 
imately 35% of total Exchange volume in FSN stock of 151,500 shares during the week 
ended December 5, 1969. 

Mr. McCollum subsequently sold through his numbered "Account 28" 
another 1,000 FSN shares at 41 3/4 on February 26, 1970, and 1,000 shares at 
32 1/2 on April 27, 1970. Mr. McCollum's April 27, 1970 sale was entered at 10:57 a .m. 


12 / Walston's sales of FSN stock for the four numbered accounts were 

as follows: 



No. of 
Shares 

Account 25 (Clark) 

15,900 

Account 26 (Bouse) 

9,000 

Account 27 (Gray) 

9,000 

Account 28 (McCollum) 

4,500 


1,500 

1,000 


1,000 

Total 

41,900 


Prices 

Trade Dates 

73-73 5/8 

December 2, 1969 

73-73 3/8 

December 2, 1969 

73-73 1/2 

December 2, 1969 

73-73 1/2 

December 2, 1969 

80-80 1/2 

December 22, 1970 

41 3/4 

February 26, 1970 

32 1/2 

April 27, 1970 
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and executed at 11:30 a.m., prior to a board of directors meeting held later that day, 
the minutes of which were signed by Mr. McCollum and which indicated that instead of 
previously forecasted higher earnings, FSN was going to sustain a loss in its third 
quarter ended March 31, 1970. The April 27, 1970 directors meeting minutes further 
reflected the fact that Jack L. Clark had requested and received on April 10, 1970 the 
resignation of Amos D. Bouse, Jr. as FSN's construction manager. Moreover, the 
May 1970 testimony of Messrs. McCollum and Glenn R. Miller further revealed that 
in early 1970, relations between Jack L. Clark and Walston had become strained to 
the point that on March 10, 1970, Mr. Miller had suggested to Mr. Clark, under the 
circumstances described in Section 13(c) below, that Walston could no longer act 
as FSN's investment banker and that the company should obtain another firm to act 
in that capacity. 

Testifying before Exchange representatives on May 7, 1970, Mr. McCollum 
responded as follows in answer to a question whether the "shading down of FSN s 
1970 earnings estimates in Mr. Miller's inter-office wire of January 9, 1970 (See 
Footnote 10 above) may have prompted his and the Clark, Bouse and Gray sales of 
FSN stock because it indicated a corporate situation becoming less attractive: 

"That certainly may have been a factor in their subjective 
judgments and decisions." 

Records reflecting Mr. McCollum's transactions in disposing of 8,000 
FSN shares between December 2, 1969 and April 27, 1970, indicate that in his sale 
of 1,500 shares for $119,287.52 on December 22, 1969, he oversold "Account 28" 
by 1,500 shares. According to the records, the December 22, 1969 sale subsequently 
was cancelled and replaced by a sale as of January 2 , 1970 of 1,500 shares from 
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Mr. McCollum's regular account at the same price. 

Records of customer accounts at Walston indicate that in addition to the 
above-mentioned sale on April 27, 1970 by Mr. McCollum of 1,000 FSN shares in 
his numbered account, Mr. Crimmins sold on April 7, 1970 for his personal account 
600 FSN shares at 46. On April 23 and 24, 1970, a few days before material adverse 
developments in the affairs of FSN were disclosed to the Exchange, Mr. Crimmins 
effected sales in an account maintained at Walston's Sperry Rand Building office in 
New Yortc standing in tN • ime of Amos D. Bouse, Jr., of 3,000 FSN shares at 33 
and 33 1/8. A_s discussed below, it was not disclosed until April 29, 1970, that 
jack L. Clark had requested and received on April 10, 1970, Mr. Bouse's resignation 
as manager of FSN's construction division/. 

(c) Appearance of FSN Officials at the 
Exchange - April 29, 1970 

On April 29, 1970, Jack L. Clark, accompanied by John C. Andrews, 
Assistant Secretary and Director, and John W. Mee, Vice-President and General 
Counsel of FSN, attended a meeting at the Exchange called for the purpose of 
discussing an appropriate public announcement following the Exchange's being 
apprised of FSN's anticipated third quarter loss for fiscal 1970. In addition, dis¬ 
cussions took piace concerning the facts and circumstances surrounding action 
taken by FSN's board of directors at a meeting held in October 1969 approving 
substantial personal loans to company officers, and action taken at a board 
meeting on March 26, 1970, approving substantial loans to FSN from the State of 
Ohio and a finder's fee based on a percentage of such loans. The Exchange 
ascertained for the first time on April 27, 1970, that contrary to the company's 
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listing agreement, personal loans aggregating $235,000 had been made by the company 
to three officers: John W. Mee - $75,000; James P. Linn - $135,000; and Julian P, 
Helm - $25,000. 

With respect to the loan from the State of Ohio, it was determined that the 
State had aoproved a two-year 9 1/2% loan for $7 million, of which $4 million was 
taken down immediately by FSN with an understanding that FSN would be eligible to 
receive up to $15 million in additional loans from Ohio for a fifteen to twenty year 
period. According to Jack L. Clark, the loans were arranged through a West Coast 
company named Financial Data Relations, Inc. and its President, Ronald Howard, 
pursuant to an understanding by which FSN would reloan to Mr. Howard 2 0% of the 
first $4 million advanced by Ohio and 15% of all loans thereafter with interest at 
one per cent over the interest payable by FSN to the State. 

It further was disclosed at the April 29, 1970 meeting at the Exchange that 
.on April 10, 1970, Jack L. Clark had requested the resignation of Amos D. Bouse, Jr. 
as manager of FSN's construction division primarily because of asserted irregu¬ 
larities in control and accounting procedures which failed to reflect the full extent 
by which labor and material costs on certain of FSN's construction projects were 
exceeding estimates. In addition, it was indicated that FSN s accountants had 
raised questions concerning the company's methods of accounting for profits on 
construction projects and on the sale of nursing center franchises. According to 
John Mee, one of the FSN officers who attended the meeting at the Exchange, final 
determination by the accountants was likely to result in lower than anticipated 
earnings by FSN for the entire year ended June 30, 1970. 


‘V 
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(d) Extent of Knowledge by Messrs. McCollum and Miller 
of Corporate Developments in Four Seasons 

At his interview on May 7, 1970, Mr. McCollum denied that his sales of 
substantially all of his remaining holdings of FSN stock between December 2, 1969 
and April 27, 1970, were prompted by inside information of an adverse nature 
concerning FSN. However, further interrogation of Mr. McCollum and Mr. Miller 
elicited their testimony quoted at pages 56 to 59 below that they had been aware for 
some time prior to April 27, 1970 of certain questionable FSN transactions, and a 
strained relationship between Jack L. Clark and Walston which had developed to 
the point where Glenn R. Miller had advised Mr. Clark on March 10, 1970 to seek 
another investment banker for FSN. 

Mr. McCollum's and Mr. Miller's testimony further indicate that Mr. 
McCollum regularly attended FSN board of directors meetings and that he acted 
as a conduit of all information concerning FSN which he invariably conveyed either 
to Mr. Miller, or to Donald Latin, a Walston officer employed in Walston’s corp¬ 
orate finance department in Chicago. In addition, Mr. McCollum was responsible 
for Mr. Crimmins' introduction to Jack L. Clark in June 1968 because, according 
to Mr. McCollum, he thought Mr. Crimmins was "one of Walston's top salesmen" 
and he thought Messrs. Crimmins and Clark would get along well together. 

During his Exchange interview, Mr. McCollum at first professed 
unawareness of personal loans made by FSN to certain of its officers, as well as 
FSN's loans from the State of Ohio: 


% 
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"0 To the best of your knowledge, has Four Seasons Nursing 
Centers of America, Inc. ever loaned any money to any 
of its officers or directors? 

A Not to my knowledge. 

0 To the best of your knowledge, has Four Seasons Nursing 
Centers of America ever acted as surety or guarantor for 
any loan which was made by any of the company's officers 
or directors ? 

A Not to my knowledge. The only exception might have been 
in some of their temporary financing. Sometimes you have 
mortgage commitments, but you have temporary loans from 
banks or something like that that they might guarantee under 
that circumstance. 

0 I am talking about loans that Four Seasons would guarantee 
for the benefit of an officer or director. 

A No. I don't know anything about that at all." 

There was then exhibited to Mr. McCollum a copy of minutes of two meetings 
of the board of directors ofFSNheld on October 7, 1969 and February 17, 1970, both 
signed by Mr. McCollum and reflecting his attendance at the meetings: 

"Q Does that refresh your recollection as to whether or not Four 
Seasons has ever made any loans to any of its officers and 
directors ? 

A I had forgotten about this. I remember it now. 

****** 

0 And weren't you in attendance at that meeting? 

A Yes. 

****** 

0 Did you make any inquiry into the propriety of the loan? 

A I did not. 
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Q Did you interpose any objection to the loan? 

A Yes." 

With respect to FSN's arrangements to obtain loans from the State of Ohio, 
Mr. McCollum initially testified as follows: 

"0 Do you recall the discussion with Mr. Clark concerning 
the obtaining by Four Seasons of a loan from the State of 
Ohio? 

A No. I only knew that he was attempting to borrow some 
money from the State of Ohio. I did not know how much, 
how or anything more about it. 

****** 

0 Did he (Jack L. Clark) relate any of the details? 

A No. 

★ ★★★★★ 

0 Was the subject of any loans from the State of Ohio ever 
discussed at any meeting of directors? 

A No." 

V There was then exhibited to Mr. McCollum during his interrogation, a copy 

of a consent dated March 10, 1970, signed by Mr. McCollum and FSN's four other 
directors, together with minutes of a "Special Meeting of the Executive Committee" 
of FSN's board of directors dated March 26, 1970, which ratified action taken at a 
prior meeting of the Executive Committee held on March 3, 1970 authorizing the 
borrowing by FSN of up to $7 million from the State of Ohio, and the relending of 20% 
thereof to the finder, Financial Data Relations,Inc. Mr. McCollum stated that he 
had never seen the documents before, despite the fact that his signature appeared 
thereon: 
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"A It is my signature. I could have signed it. It is 
a separate sheet and they asked me to sign it. 

★ ★★★★★ 

"0 When you learned of the fact that Four Seasons was 
at least contemplating borrowing from the State of 
Ohio, did you discuss it with anyone else associa¬ 
ted with Walston & Co. ? 

A I think I mentioned it to Bill Geary, and I probably 
did to Glenn Miller, namely, that some of these 
sources of income that Jack Clark was confident could 
be obtained went through negotiations going on with 
the State of Ohio. I did not know any of the parti- . 

culars of it." 

In his Exchange testimony given on May 22, 1970, Glenn R. Miller denied 
that he had any discussions with Mr. McCollum concerning FSN's borrowings from 
the State of Ohio: 

"0 Do you recall whether Mr. McCollum, after a 

directors' meeting, advised you of the existence of 
a loon from the State of Ohio to Four Seasons Nursing 
Centers of America ? 

A Are you referring to the last directors' meeting? 

0 I am t iking about a directors' meeting that occurred 
prior toApril 27, 1970. 

A No, I recall no discussion with Gordon on this at all." 

Upon further interrogation, however, Mr. Miller admitted that the matter of the 
Ohio loans was discussed between him and Jack L. Clark at the time when he had 
advised Mr. Clark that Walston wished to stop serving as FSN's investment banker. This 
occurred on March 10, 1970, the same day Mr. McCollum consented in writing to the Ohio 
and Financial Data Relations, Inc. transactions. Testifying concerning his conversa¬ 
tions with Jack L. Clark at the time, Mr. Miller stated that on March 10, 1970 he 
stated to Mr. McCollum; 
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"We have reached the point where we just have to tell Jack that 
if he is unwilling to provide us with the kind of information an 
investment banker should have, we should pull out as investment 
ba nker." 

According to Mr. Miller, he then telephoned Jack L. Clark: 

"I called Jack and I said, 'I am very distressed. Gordon is 
in here and he has told me about your conversation last night and, 
frankly, this is very disturbing because you know Gordon is the 
easiest guy in the organization to get along with. You have told 
me you won't work with so and so, you won't work with Don Latin. 

He is one of our men in the Underwriting Department. You won't 
work with Tom Moran. These are men who are tough investigators, 

( interrogators. You won't work with them. Gordon is my last guy 

and, if you are not going to work with Gordon, you can't work 
with anybody, and we just better back away, and you'd better 
find yourself another investment banker." 

"0 When was this, specifically? 

A This was on March 10th. 

Q This occurred on March 10th, your conversation with 
Gordon and your conversation with Clark? 

A Yes." 

In describing the role of Mr. McCollum as an FSN director, Mr. Miller 
made it clear that Mr. McCollum was under his direction and control, and that in 
preparing inter-office wires and memoranda concerning FSN, all information concerning 
FSN came to him and other members of Walston’s underwriting department directly from 
contacts with Jack L. Clark: 

"Q Do you recall ever discussing a Four Seasons situation 
with Mr. McCollum prior to the publication of any wire 
announcement? 

A No. I think I should make this clear. I think that the 
information that I got, and I think in most cases other 
men in the Underwriting Department got, came directly 
from contacts with Jack Clark or other people of Four 
Seasons, rather than indirectly through Gordon." 
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Mr. McCollum sought to convey an impression in his testimony that he 
signed minutes of FSN directors' meeting with no real understanding of the nature of 
the transactions he had approved. Although admitting that Jack L. Clark, rather than 
Mr. McCollum was his primary source of information concerning FSN, Mr. Miller 
also denied any knowledge prior to public release of the information concerning the 
FSN loans to officers, the transactions with the State of Ohio and arrangements with 
the finder, and the discharge of Amos D. Bouse, Jr. 

It would appear, however, in the light of Mr. Miller's testimony concerning 
his conversation with Jack L. Clark on March 10, 1969, the very day when Mr. McCollum 
consented to the action of FSN's board of directors approving the Ohio loan transaction 
that the activities of Mr. Clark and his associates were causing, and had caused for 
some time, concern to Mr. Miller and other Walston officers. Under these circum¬ 
stances, serious questions exist as to the propriety of permitting sales to be effected 
through Walston of substantial blocks of FSN stock by Mr. McCollum and the principal 
officers of Walston prior to public disclosure of information of a materially adverse 
nature concerning FSN known to Messrs. Miller and McCollum. 
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SUMMARY AND CONCLUSIONS 

Substantial Positions In Four Seasons 
Stock Held by Officers of Walston 

In September 1967, Walston, and Montgomery Company, an investment partnership 
comprised of officers of the firm, obtained a significant stock ownership position in FSN, 
a relatively new enterprise for which a major portion of the capital was supplied by Walston 
and institutional and other clients of the firm. 

By late November 1968, a little more than a year after Walston had furnished 
financing to FSN, the firm as managing underwriter effected two registered offerings of 
FSN common stock through which almost $35 million was raised from the public. The 
company derived net proceeds of approximately $8.5 million from these two offerings. 
Selling shareholders, however, realized approximately $26.5 million from concurrent 
sales of part of their personal FSN holdings, including officers of Walston who realized 
in late November 1968 approximately $5. 1 million by selling one-half of their holdings 

acquired 14 months earlier for $545,000. 

Giving effect to a 2-for-l split effective March 24, 1969 of FSN's outstanding 
shares, by April 1969, Walston and its officers continued to retain over 180,000 FSN 
shares. As the price of FSN stock rose sharply during 1969, the value of the Walston 
holdings became substantial, attaining a market value as high as approximately $17 
million in October 1969, when FSN stock reached its all-time high of 90 3/4. In 
addition to the holdings of the firm and Montgomery Company, Mr. Crimmins held 
30,000 unregistered FSN shares acquired from FSN's principal officers and having a 
market value approaching $3 million in the last half of 1969. Mr. McCollum, who 
personally realized proceeds of approximately $250,000 by the sale of one-half 
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of his FSN holdings in the November 1968 secondary offering, disposed of substantially 
all of his remaining holdings prior to the suspension of trading in FSN stock, realizing 
an additional personal profit of over $500,000, including his sale three days before the 
suspension of 1,000 shares. 

Financial Services Performed for 
Four Seasons by Walston 

While also holding substantial personal investment positions in FSN stock, 
Walston and its officers performed a wide range of financial services for FSN and its 
affiliated companies. 

Following an introduction to Jack L. Clark in June 1968 arranged by Mr. McCollum, 
Mr. Crimmins formed a close personal as well as business relationship with Mr. Clark 
and other persons in FSN's management. By early November 1968, Mr. Crimmins had 
arranged a private purchase of 10,000 (pre-split) FSN shares from Mr. Clark and his 
associates. In March 1969, Mr. Crimmins arranged to purchase from these same 
individuals 10,000 additional FSN shares. Both purchases were at prices substantially 
below the market, and on unusually liberal credit terms. 

Mr. McCollum, a member of Walston's corporate finance department under the 
supervision of Glenn L. Miller, Walston's Executive Vice-President, served as 
Walston's designee on FSN's board of directors, and he regularly attended board 
meetings. In addition to the firm's underwriting and financial advisory activities 
on behalf of FSN, Walston was instrumental in effecting the private placement with 
institutions of $19.5 million principal amount of notes for FSN's mortgage affiliate. 

Four Seasons Equity Corporation. In February 1969, Walston acted as managing 
underwriter of a $5 million public offering of common stock of Four Seasons Equity 


Corporation 
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In addition to Walston's representation on FSN's board of directors through 
Mr. McCollum, Mr. Miller, the head of Walston's corporate finance department, 
and others in Mr. Miller's department, kept themselves informed of current develop¬ 
ments in the company by means of direct contact with Jack L. Clark. As discussed 
in the Report, Mr. Crimmins and James Nissan (described by Mr. Miller as Walston's 
"largest producer") were assigned to sales functions. Nevertheless, Messrs. 
Crimmins and Nissan were permitted to acquire information concerning FSN obtained 
by the firm while performing corporate finance and underwriting functions and they 
were permitted to participate in negotiations for institutional placements required 
to finance at least two of FSN's projected new enterprises. These activities, afforded 
Messrs. Crimmins and Nissan access to material non-public information concerning 
FSN. Nevertheless, Walston failed to impose any meaningful restrictions on their 
activities in soliciting customer transactions in FSN stock. 

Walston's Substantial Market Participation 
in Four Seasons Stock 

While occupying the special relationships with FSN described above, during 
a period of 17 months between December 1968, shortly after FSN shares first were 
listed on the Exchange, and April 30, 1970, when the Exchange halted trading in 
FSN stock, Walston effected on the Exchange purchase and sale transactions 
involving approximately 3,500,000 FSN shares, one out of every four shares of 
FSN stock traded on the Exchange during a period when total volume in the stock 
was approximately 13,800,000 shares. 

As indicated in the Report, Walston's market activity frequently occurred 
at or about the same time as meetingsbetween Messrs. Crimmins, Nissan, Miller 
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or McCollum and Jack L. Clark and his associates and discussions concerning 
corporate developments in FSN, including the following instances: 

(i) On January 8, 1969, FSN announced publicly a proposed 2-for-l split 
of the company's outstanding shares. Mr. Crimmins was aware in advance of this 
forthcoming development as the result of his prior consultations with Jack L. Clark 
concerning the advisability of the split. On December 27, 1968, Mr. Crimmins had 
received physical delivery (prior to any payment) of the first 10,000 FSN shares he 
purchased privately from Mr. Clark and his associates for $35 per share. In the 
week preceding the stock split announcement, accounts serviced by Messrs. Crimmins 
and Nissan, including certain institutions, accounted for purchases of over 37,000 
FSN shares, approximately 17% of total Exchange volume, including purchases by 

Mr. Nissan of 300 shares for his and his wife's account on January 7, 1969, the day 
before the stock split was announced. In the five weeks following FSN's 2-for-l 
stock split announcement on January 8, 1969, FSN stock increased substantially in 
price, closing at 115 1/4 on February 14, 1969, an increase of approximately 100% 
in the price of the stock from the time of the public offering on November 28, 1968, 
and over three times the price which Mr. Crimmins had arranged to pay for the first 
10,000 shares he purchased from FSN's principal officers. ( See Report, Section 6(b) ) 

(ii) On January 13, 1969, Mr. Crimmins, after spending the three prior days 
with Jack L. Clark in Oklahoma City and at the Superbowl game in Miami on January 12, 

i- 

1969, accompanied Mr. Clark to a meeting at the offices of Gibraltar Growth Fund in 
Fort Lauderdale, Florida. Information was conveyed by Mr. Clark on this occasion 
concerning FSN's plans for the construction of additional nursing centers, which 

t 
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information, including earnings projections, was embodied in a contemporaneous 
memorandum prepared by David O. Ehlers, the President of Gibraltar Growth Fund. 

In late January 1969, Messrs. Crimmins, McCollum and Ehlers visited Jack L. Clark 
in Palm Springs, California. Contemporaneously with substantial purchase activity 
in FSN stock by Gibraltar Growth Fund initiated on January 14, 1969, the day following 
the Florida meeting, other institutional customers of Walston serviced by Messrs. 
Crimmins, Nissan and Rrobert, were active on the buy side, including the Manhattan 
Fund which accumulated 48,000 FSN shares costing over $5 million by March 3, 1969. 
(See Report, Section 8) 

(lii) on February 11, 1969, Mr. Crimmins personally realized over $500,000 
from a sale for his account of 4,200 FSN shares at 121 7/8. Although he then owed 
Messrs. Clark, Bouse and Gray the entire purchase price of $350,000 on his initial 
purchase in November 1968 of 10,000 FSN shares, Mr. Crimmins did not pay any part 
thereof until March 15, 1969, after he had arranged to purchase a second block of 
10,000 (post-split) shares from these same FSN officers. On the latter date, Mr. 
Crimmins made a partial payment on his first purchase of $175,000 and a $55,000 
(20%) down payment against his second purchase, despite the fact that the then 
aggregate market value of the shares was in excess of $1.8 million. (See Report, 
Section 8). 

(iv) In late January 1969, Messrs. Crimmins and McCollum joined Jack L. 
Clark and several of his associates at a golf outing arranged by Mr. Clark in Ffclm 
Springs, California, and shortly thereafter, on February 4, 1969, Mr. Crimmins 
attended with Mr. Clark a seminar in New York City sponsored by Equity Research 
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Corp. On the latter occasion, Messrs. Crimmins and Nissan had discussions with 
representatives of prospective institutional investors in FSN securities concerning 
the financing of certain proposed p;ojects of FSN. Thereafter, Mr. Crimmins was 
instrumental in obtaining commitments of $2.2 million from two institutions he 
solicited as part of a $19.5 million private placement of notes arranged by Walston 
and required to finance a proposed FSN mortgage affiliate. Four Seasons Equity 
Corporation. Glenn R. Miller testified that it was not customary for Walston sales 
personnel to participate in such private placements. (See Report, Section 12). 

(v) Although Messrs. Crimmins and Nissan denied all knowledge of 
FSN's plans to organize a franchising subsidiary with a nucleus of $13 million 
obtained through private placements with certain institutions (including Walston 
clients), the record indicates that Messrs. Crimmins and Nissan both were aware 
well in advance of the public announcement on April 7, 1969, of the salient details 
connected with the organization, purpose and financing of FSN's franchising sub¬ 
sidiary. (See Report, Section 10). Customers of Messrs. Crimmins and Nissan were 
particularly active in FSN stock during the two weeks immediately preceding the 
franchise program announcement, as Walston accounted for approximately 47% of 
total Exchange volume during this period. Among other transactions were purchases 
of 5,000 FSN shares between March 21 and April 3, 1969 for the accounts of James P. 

Linn and Julian D. Helm, officers of FSN's franchising subsidiary, followed by 
sales of 2,000 of these shares in these accounts at a profit shortly after the announce¬ 
ment, as well as Mr. Nissan's purchases on March 25, 1969 of 700 FSN shares for his and 
his wife's account. (See Report, Section 10). 
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(vi) Mr. Crimmins spent a good part of the week of March 31 to April 4, 1969 
with Jack L. Clark in New York City, on business and social occasions. At the time 
Mr. Clark, assisted by Mr. Ehlers, was soliciting institutional interest in a private 
placement of $13 million of securities for FSN's proposed new franchising subsidiary. 
Certain institutions approached to participate in this financing had been introduced 
originally to Mr. Clark by Walston. Following FSN's public announcement on April 7, 

1969 of its proposed franchising operations, FSN stock again experienced a substantial 
increase in price. (See Report, Section 11). 

(vii) Mr. Miller and Mr. McCollum were alerted at least as early as the time 
of FSN's board of directors meeting held on March 10, 1970, of questionable practices 
taking place in FSN's management concerning personal loans to officers and FSN's loan 
from the State of Ohio and the relending of a fixed percentage of the loan proceeds to the 
finder in the transaction. In his discussion with Jack L. Clark on March 10, 1970, the 
same day Mr. McCollum signed a directors' consent to the transaction, Mr. Miller 
registered Walston's dissatisfaction with conditions in FSN and the firm's desire to 
withdraw as FSN's investment banker. These unfavorable developments in FSN should 
have made Walston aware of the possible impropriety of permitting sales transactions 

in FSN stock by persons associated with FSN and by officers of Walston having access to 
this information. Nevertheless, Walston permitted sales of FSN stock to be effected 
by Mr. Crimmins for his personal account on April 7, 1970, by Amos D. Bouse, Jr., 
on April 23 and 24, 1970, and by Mr. McCollum as late as April 27, 1970, immediately 
prior to public disclosure of facts which shortly thereafter led to the suspension of 
trading of FSN stock. 
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Faiiure of Mr. Fleming to Assure Compliance 
by Walston with Exchange Standards 

The record discloses that beginning as early as January 1969, clear and timely 
warnings were given by the Exchange to Mr. Fleming of the dangers associated with 
permitting unrestricted solicitation of customer purchase orders by Walston's sales 
personnel in view of the firm's extensive relationships with FSN. 

Despite their awareness of Mr. Crimmins' close personal associations with 
Jack L. Clark and his associates, and despite repeated admonitions directed to him 
by the Exchange concerning possible improprieties in unrestricted solicitation of 
customer transactions in FSN stock, neither Mr. Fleming nor Mr. Miller took adequate 
steps to investigate thoroughly the full extent of Mr. Crimmins' relationships with 
Jack L. Clark and his associates or to control the active solicitation of customer 
transactions in FSN stock. ( See Report, Section 12(a) ). 

One of the results of Walston's failure to restrict sales personnel in their use 
of material non-public information concerning FSN while soliciting open market pur¬ 
chases of FSN stock on the Exchange was to place a substantial portion of the floating 
supply of the stock in the hands of certain large institutional and individual accounts 
of Walston. As indicated on the chart attached to Appendix III, Walston's market 
participation appears to have contributed materially to periodic sharp price fluctuations 
in FSN stock on several occasions discussed in the Report. This occurred, among other 
times, in Decem.oer 1968 prior to the announcement of FSN's 2-for-l stock split (See 
Report, Section 6(b) ) and late in March 1969, prior to the first public announcement 
of FSN's franchising program (See Report, Section 10). 


* 
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Lack of Candor in Testimony 
Given to the Exchange 

Mr. Crimmins was requested by the Exchange to appear for the first time on 
November 25, 1969 to answer questions relating to Walston’s activities in FSN stock 
and his relationships with FSN, including the extent of his personal holdings of FSN 
stock. FVeviously, in January 1969, and again in June 1969, Mr. Crimmins was made 
aware of the Exchange's concern about Mr. Crimmins' solicitation of customer trans¬ 
actions in FSN stock in view of Mr. Crimmins' social and business relationships with 
FSN's officers. 

Crimmins testified initially that he owned only 600 FSN shares. Upon being 
confronted with an FSN shareholder list disclosing his holdings of 31,600 shares, Mr. 
Crimmins revealed that he had acquired 30,000 shares below the market in private 
purchases from FSN s three principal officers. Mr. Crimmins neither sought or 
obtained the Exchange's permission for these off-board purchases. 

In response to interrogation at his initial interview on November 25, 1969, 
concerning his indebtedness to Messrs. Clark, Bouse and Gray, Mr. Crimmins gave 
a misleading impression that he had paid a total of approximately $500,000 on 
account of the $650,000 he then owed for the 30,000 FSN shares. Upon being 
recalled by the Exchange on January 29, 1970, Mr. Crimmins admitted that at the 
time of his previous testimony he had paid Messrs. Clark, Bouse and Gray only 
$230,000, and that he still owed them $420,000, exclusive of interest. 

Mr. McCollum, at his Exchange interview on May 7, 1970, sought to convey 
an impression that he lacked personal knowledge of certain questionable transac- 
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tions undertaken by FSN, including loans made by the company to its own officers in 
1969, FSN's borrowings with the State of Ohio and the related arrangement to relend 
20% of the loan proceeds to the finder. Mr. McCollum's disclaimer of knowledge 
of this material information sought by the Exchange does not bear scouting in the 
light of all of the circumstances, including Mr. McCollum's extensive personal 
contacts with FSN's officers, his regular attendance at FSN board meetings, 
minutes of which were signed by him, and the fact that Mr. McCollum and other 
Walston personnel in the firm's Chicago office were kept currently apprised of 
FSN's affairs while performing substantial financial services for the company. 

It appears from the foregoing that neither Mr. Crimmins nor Mr. McCollum 
made full and candid disclosure of material matters which were the subject of the 
Exchange's investigation of FSN so as to assist the Exchange in accomplishing the 
objectives of the investigation. Moreover, it appears that Mr. Crimmins sought 
to withhold information concerning his personal dealings with Messrs. Clark,and 
Bouse, and in so doing he made a misstatement to the Exchange on a material 
point with respect to the extent of his personal obligations on his private 
purchases of FSN stock. 
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POSSIBLE VIOLATIONS 

Investigation reveals: 

1. William D. Fleming and Glenn R. Miller, by reason of their own acts and 
omissions and by reason of their responsibility, pursuant to Article V, Section 4 (p) of 
the Constitution, for the acts and omissions of Walston; Gordon H. McCollum, Frank J. 
Crimmins and James Nissan, pursuant to Rule 345 of the Board of Governors; and Walston 
may be chargeable with conduct or proceeding inconsistent with just and equitable 
principles of trade in the pattern of circumstances described in this Report, in that: 

(i) In view of the special relationship of Walston and its officers as 
principal investment banker, financial adviser and underwriter for FSN and 
its affiliates; the substantial fees which Walston was receiving for these 
services; the access which Walston and its officers had to inside infor¬ 
mation concerning the operations, policies and plans of FSN; and the 
substantial financial investment which the firm, its officers and many 
of its large institutional and other customers had in FSN and its affiliates, 

Walston and its officers had an obligation to their customers, to the 
investing public and to the Exchange to avoid engaging in activities 
which could be construed as serving their own self-interests. Despite 
this obligation, Walston and its officers engaged in an extensive and 
continuing effort to solicit and promote interest and market activity in 
the stock of FSN during practically the entire period the stock was 
traded on the Exchange. As disclosed by the facts set forth in this 
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Report, this effort involved the active solicitation of public customers 
through the multi-branch sales organization of Walston as well as the 
concerted activities by Mr. Crimmins and Mr. Nissan to develop sub¬ 
stantial institutional interest in FSN. This extensive market activity 
by Walston and its officers continued even during periods when the 
firm was engaged in arranging additional financing for FSN and its 
affiliates and despite the fact that the Exchange repeatedly raised 
questions with Walston and certain of its officers concerning the 
propriety of such solicitation and sales efforts in view of the firm's 
special relationship to FSN. 

(ii) As a result of the extensive solicitation and concerted 
efforts by Walston and its officers to promote interest and develop 
market activity in the stock of FSN, Walston effected purchase and 
sale transactions on the Exchange involving approximately 3,500,000 
FSN shares from December 1968 through April 1970. This activity 
accounted for over 25% of the total Exchange volume in FSN stock 
during the period. In late 196S and early 1969, there were several 
weeks when Walston's combined purchase and sale transactions 
accounted for as much as 40% to 50% of Exchange volume in the 
stock. The price of FSN stock rose from approximately $28* in 
November 1968 to over $90 in October 1969, and thereafter declined 


* Adjusted for 2-for-l stock split in March 1969. 
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to approximately $30 at the time of the Exchange's trading halt in April 1970. 
Throughout this period, Walston and its principal officers continued to hold 
substantial positions in FSN stock and thereby benefited from the increased 
market price of the stock resulting from the extensive public and institutional 
interest in the security. These holdings, which had a cost basis of 
approximately $1 million, reached a market value of over $20 million in 
October 1969. In addition to the profits of several million dollars realized 
by Walston and certain of its officers in connection with their sale of FSN 
stock in November 1968, Messrs. McCollum and Crimmins made further 
market sales in 1969 and 1970, realizing substantial profits. Moreover, 
Walston continued to receive substantial fees from FSN and its affiliates 
as a result of the underwritings and financings which it was instrumental 
in arranging for FSN. Its ability to successfully arrange such financings 
for FSN was facilitated by the widespread interest and market activity in 
FSN stock. The course of conduct by Walston and its officers in 
engaging in solicitation to the extent disclosed by this Report and their 
concerted efforts to promote interest and market activity in the stock of 
FSN while maintaining the special relationships they had established 
with FSN and while continuing to hold substantial positions in FSN 
stock, tended to serve and enhance their own personal interests, and 
was in direct conflict with the duty of fair dealing which they owed to 
their customers, to the investing public and to the Exchange. 
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2. Walston may be chargeable with acts detrimental to the interest or welfare 
of the Exchange in the pattern of circumstances described in this Report, in that Walston 
failed to develop and enforce adequate procedures and policies for controlling and 
supervising the activities of its sales personnel to assure that such activities did not 
conflict with the obligations imposed upon the firm as a result of its investment banking, 
financial advisory and underwriting relationships with FSN, and to assure that its sales 
personnel did not have access to, nor were enabled to make use of, confidential 
information relating to FSN's operations, expansion programs and financing plans, 
which confidential information was received by Walston as a result of the investment 
banking and financial advisory services it rendered to FSN. 

When a member firm of the Exchange and its officers establish a relationship 
with a publicly held company and acquire a very substantial financial interest in the 
company under circumstances such as disclosed in this Report with respect to Walston 
and FSN, the member firm has a duty to insure that it has adequate procedures and 
controls to prevent activities by the firm and its personnel which may further their own 
self-interests and conflict with the firm's duties to its customers and to other public 
investors. In this connection the firm is obligated to carefully supervise and restrain 
selling activities which may have the effect of creating public interest and market 
activity in the security that will redound to the benefit of those carrying on such 
activities. Moreover, it has a duty to assure that sales personnel are insulated from 
access to confidential information gained as a result of the firm's investment banking 
and financial advisory relationships with the company. As appears from the facts 
set forth in this Report, Walston and its officers not only failed to develop and enforce 
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adequate procedures and controls, but they permitted widespread solicitation and the 
stimulation of market interest in the stock of FSN when they knew or should have known 
that the persons engaged in such activities stood to gain personal financial advantage 
therefrom. Walston failed to take any steps to curb these activities even though repre¬ 
sentatives of the Exchange on several occasions met with officers of the firm and pointed 
out the serious problems which could result from such activities. 

3. Frank J. Crimmins, by reason of his own acts and omissions, may be charge¬ 
able, pursuant to Rule 345 of the Board of Governors, with acts detrimental to the 
interest or welfare of the Exchange, in the pattern of circumstances described in this 
Report, in that: 

(i) Mr.Crimmins, while testifying on November 25, 1968 before 
duly authorized representatives of the Exchange, made a misstatement 
upon a material point concerning the extent of his personal indebtedness 
to Messrs. Jack L. Clark, Amos D. Bouse, Jr. and Tom Gray, the three 
principal officers and shareholders of FSN, arising out of Mr. Crimmins' 

\ 

purchase of 30,000 unregistered shares of FSN stock for $650,000. j 

(ii) Frank J. Crimmins engaged in transactions off the Exchange 
in FSN stock with Jack L. Clark, Amos D. Bouse, Jr., and Tom Gray, 
without requesting or receiving permission from the Exchange as required 
by Rule 5 of the Board of Governors, which provides in pertinent part: 

"A member * * * shall execute on the Exchange all transactions, whether 
acting as principal or as agent, in stocks * * * admitted to dealings on 
the Exchange, except * * * (2) transactions made with prior permission 
of the Exchange * * *." 
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4. Gordon H, McCollum, by reason of his own acts and omissions, may be 
chargeable, pursuant to Rule 345 of the Board of Governors, with conduct or 
proceeding inconsistent with just and equitable principles of trade, in the pattern 
of circumstances described in the Report, in that he sold on the Exchange on 
April 27, 1970, for his personal account 1,000 shares of FSN stock while he was 
in possession of material non-public information concerning adverse corporate 
developments in FSN. This information was of such a serious nature as to 
prompt the Exchange, when it became aware thereof, to halt trading in FSN stock 

/ 

three days later on April 30, 1970. 
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INTRODUCTION 


The Report of Investigation rendered by the American 
Stock Exchange ("Araex") (the "Report") is ultimately a basic 
attack on the propriety of combining, in one firm, the functions 
of retail brokerage and investment banking. The tenor and tone 
of the Report is such as to clearly suggest that Amex should use 
its authority to compel the separation and ultimate divorcement 
of the retail brokerage and investment banking functions. 

The Report does not declare this objective in explicit 
language but that purpose is pervasive and persistent throughout. 

Indeed, the first stated possible violation is readily 
seen to be in essence that: In view of the special relationship 
of Walston and its officers as principal investment banker, Wal¬ 
ston had an obligation to avoid engaging in extensive and contin¬ 
uing effort to solicit and promote interest and market activity 
in the stock. (Report, p. 71) 


In furtherance of this concept the Report declares: 

"The course of conduct by Walston and its officers 
in engaging in solicitation to the extent disclosed by 
this Report and their concerted efforts to promote inte¬ 
rest and market activity in the stock of FSN while main- 

«?il! i pfv the ^ SP w?f al relationa hips they had established 
with and while continuing to hold substantial posi¬ 
tions in FSN stock, tended to serve and enhance their 
P eraona l interests, and was in direct conflict with 
the duty of fair dealing which they owed to their custo¬ 
mers, to the investing public and to the Exchange." 
(Report, p. 73) * 
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Walston wholly denies the conclusions embodied in that charge. 
Walston asserts that there is nothing improper about combining 
in one firm the functions of banker and broker. Walston avers 
that when a member firm is an investment banker or underwriter 
it is not a violation of Amex rules or any law to engage in 
solicitation or promotion, whether that is done regularly or 
sporadically and whether it be done on a small or a significant 
scale. 

Walston is wholly unaware of any rule or standard 
which, in the face of a fully disclosed relationship of invest— 
ment banker and shareholder, forbade or prohibited an extensive 
and continuing effort to solicit and promote interest and market 
activity in the stock of an issuer so long as the solicitation, 
whether regular or intermittent, large or small, is based upon 
information which is in the public domain. 

At a time when the Amex was fully aware of the relation 
ships of Walston and FSN, and was informed of Walston's share¬ 
holdings in FSN, and of Walston's share of the market, and of 
most of the matters dealt with in the Report, the Exchange said: 

"The Exchange does not intend to imply that there 
is any impropriety in the existence of a close relation¬ 
ship between your firm and Four Seasons. Its concern is 
rather with the absence of proper controls, in view of 
this relationship, to ensure that any solicitation is 
based solely upon information which is in the public 
domain. . (Amex letter to Walston, Auqust 20, 1969) 




The four institutions' relationship with Walston was 
one of broker and institution. After an initial introduction 
by Walston to FSN, subsequent decisions to acquire more stock 
or liquidate stock were made independently of Walston. The 
four funds mentioned above went directly to the Company for 
information and in many cases knew more about FSN that did 
Walston. It is inconceivable that Walston would be able to con¬ 
trol the level of activity by these four institutions in FSN stock. 


( 2 ) 


The Report contains many errors with regard to 
Walston's market participation in the stock of FSN. A 
most critical and basic error is the following statement: 

". . . Walston effected on the Exchanqe pur¬ 
chase and sale transactions involvinq aDDroxi- 
mately 3,500,000 FSN shares, one out 9 of 
every four shares of FSN stock traded on 
the Exchange during a period when total 

the stock was aoproximately 
13,800,000 shares." (Report, p. 63) 


As every registered representative is aware, 
volume figures published by the Exchange reflect only one 
side of a transaction, the sell side. Consequently, it is 
totally misleading to compare the combined and totalized 
purchases and sales by a member with the selling volume on 
the Exchange. The above figure should be on e out of every 
ei^ ht shares traded on the Exchange. This amazing misstate¬ 
ment occurred not once but eleven times in the Report.* The 


•Pages 8, 23, 28, 32, 41, 44,44, 63, 66, 72, and 72. 

/ 
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Report, therefore, magnified Walston's participation in the 
market by 100%. 

Furthermore, the Exchange apparently used incorrect 
statistical information. For example, much is made of the 

level of trading activity by Walston in the week ended March 

28, 1969, as indicated below: 

"In the single week ended March 28, 1969, 
Walston's combined purchases and sales 
aggregated 183,000 shares, equal to 56% 
of total Exchange volume that week of 
328,000 shares." (Report, p. 32) 

The above statement is incredible. Walston purchased 31,400 

shares and sold 47,100 shares which are equal to 9.6% on 

the buy side and 14.3% on the sell side of total volume of 

328,000 shares. Once again, it is absolutely wrong to add 

the two percentages together. Incidentally, the corrected 

figures were obtained from the Exchange's own daily clearing 

reports. 


Additionally, a material error of omission occurs 

in the Report as follows: 

"Records of Walston indicate that by 

January, 1970, slighly over a year 

after FSN stock was admitted to trading 

on'the Exchange, customers of Walston 

held approximately 500,000 shares out 

of a floating supply then estimated at 

approximately 1,700,000 shares." (Report, p.8) 




i 

1 






First, the floating supply figure should be 
1,900,000 shares, but more importantly, customers of Walston, 
by the end of the first month of trading on the Exchange, 
held more than 500,000 shares of FSN stock. Walston sold 
approximately 350,000 (split) shares to its customers in the 
first offering on May 9, 1968, and it sold approximately 
500,000 (split) shares to its customers on the secondary on 
November 26, 1968. Therefore, clients of Walston purchased 
850,000 shares on the two public offerings. Excluding the 
four institutions mentioned above, clients of Walston still 
purchased about 780,000 shares. It is not at all surprising, 
therefore, that by January, 1970, our clients still held 
500,000 shares. It does, however, undermine the Exchange's 
claim that Walston engaged in "extensive solicitation and 
concerted efforts to promote interest and develop market 
activity in the stock of FSN." (Report, p. 72) 

The fact of the matter is that clients of Walston with 
500,000 shares (or more), or 25% of the floating supply of FSN, 
transacted 12-1/2% of the volume, while other members of the 
Exchange, with 75% of the floating supply, transacted 87-1/2% 
of the volume.* 

Another material error occurs in Appendix III, where 
it is stated: 

*Two other material errors occurred in Appendix II: 

For the week ended May 2, 1969, Walston * rchased 44,700 shares, 
not 65,600 shares; and it sold 22,500 shares, not 46,000 shares. 
For the week ended July 31, 1969, Walston purchased 41,000 shares 
not 142,0 r j shares; and it sold 19,500 shares, not 124,900 shares 
Once aga?n, the figures were obtained from the Exchange's own 
daily c aaring reports. 
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"... the heaviest concentration of selling 
fby Walston] occurred in weeks when 
FSN stock had its sharpest interim 
price rises in January, April, and July, 

1969, and in particular during the month 
of October, 1969 ..." (Appendix III, p.i) 

Walston had net purchases of 3,014 during the 

two weeks in January, 1969 (January 13 - January 24) when 

the stock price increased from 42-5/8 to 56-1/8. During 

the first two weeks of April 1969 (April 1 - April 11), 

when the price increased from 59-3/8 to 69, Walston did 

have net sales of 59,900 shares. However, 64% of this 

figure (or 38,300 shares) consisted of sales by IDS and 

Hedge Fund. The stock was flat in the latter part of April 

1969 (April 21 - April 25); Walston had net sale s of 

18.100 shares (excluding a 4,000 share sale by IDS). 

The stock increased in the week ended May 2, 1969 (April 28 - 
Miy 2) and Walston had net purchases of 21,200 shares. 

In July 1969, when the price of the stock declined 
steadily from 74-1/2 to 52, Walston had net p urchases of 

15.100 shares. In the second and third weeks of October, 1969 
(October 6 - October 17), Walston did have net sales of 
95,200 shares when the stock increased from 70-1/8 to 85. 
However, 63% of this figure, or 60,000 shares, consisted of 

(ix) 
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sales by IDS 


The Report's statement that "the heaviest con¬ 
centration of selling* by Walston occurred in the foregoing 
periods simply does not withstand scrutiny. It is untrue 
in as many cases as it is true. The Report is thus drawing 
conclusions based on an improper use of the statistics. These 
conclusions are then used to portray a totally inaccurate 
picture of what actually occurred. 

The Report implies incorrectly that Walston 
accentuated fluctuations in the price of ESN by loaning 
stock to other brokers and that it covered its short 
position by calling back 47,700 shares in October, 1969. 

"On October 15, 1969, Walston had 108,700 
FSN shares on loan to other brokers and 
had called back 47,700 shares to cover 
the firm's short position in the stock. 

The Exchange's October 15, 1969, short 
position report indicated that the short 
position in FSN stock had reached 246,595 
shares. Inasmuch as the then estimated 
floating supply of the stock was approxi¬ 
mately 1,716,000 shares, of which 962,000 
shares reportedly were held by institutions, 
the short position approached 40% of the 
estimated remaining supply of approximately 
957,000 shares and served to accentuate 
fluctuations in price as short sellers sought 
to cover." (Report, pp. 47-48) 

Because of the amount of stock held by Walston 

for its customers, it would naturally be the major lender 
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of stock; Walston did not in any way create the short 
interest in FSN stock and could not control the level of 
short interest. Furthermore, Walston recalled 47,700 shares 
in October, 1969 to cover its fail to deliver ( not short ) 
position since its customers had sold more stock than they 
bought. The firm never sold the stock short. 

The price of FSN stock was indeed volatile 
during the period in which it traded on the Exchange. There 
are many reasons for this volatility, including: 

1) General market conditions deteriorated during 
the period as the stock market entered a protracted 
period of declining prices lasting throughout most of 
1970. 

2) FSN was a leader in the nursing home industry; 
that industry received much favorable comment and 
generated considerable investor enthusiasm in 1968 and 
1969. 

3) FSN had a low capitalization with less than 
2,000,000 shares in the public hands during this period. 

4) The stock of FSN had attracted a significant 
number of short sellers. 

5) The stock of FSN was held in large proportions 

(xi) 
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by institutions. 

Nevertheless, the Report attempts to attribute 
this volatility to Walston basically on two grounds: 

1) Walston interested institutions in the stock 
on November 26, 1968. 

2) Walston loaned stock to short sellers. 

As manager of a syndicate of underwriters of 

$34,971,000 in securities, with a clear-cut obligation to 
do its best to distribute those securities, Walston did 
in fact interest institutions in the stock at the time 
of the offering.* Institutions were interested in purchasing 
the stock for primarily two reasons. FSN had recently 
been listed, and it was also projecting a period of 
rapid growth because of the organization and financing 
of Four Seasons Equity Corporation. Institutions did not 
buy FSN stock because Walston wanted them to, but because 
they felt that it was a good investment. To suggest otherwise 
is to totally ignore the realities of the securities business. 

Once introduced to this situation, those investors 


•On page 72, the Report states: "This extensive market \ 
activity by Walston and its officers continued even during 
periods when the firm was engaged in arranging additional 
financing for FSN and its affiliates,... This statement is \ 
wrong. In fact, Walston accepted only unsolicited orders in \ 
the 30 days preceding the November 26, 1968, secondary and 
since the offering of $15,000,000 in Debentures was consummated 
outside the United States, no action was necessary with respect 
to Walsto- ' s sales activity in the United States. 
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made up their own minds to increase or decrease their invest¬ 
ment. Numerous institutions visited Oklahoma City and talked 
to Mr. Clark and other officers. In this framework, there 
was little reason to rely upon Walston for investment advice. 

Walston, because of the ownership of FSN stock 
by its clients, was naturally a source of stock for short 
sellers. However, we did not encourage short selling. In 
fact, the few reports we did prepare were recommendations 
of the stock. 

(4) 

A review of Charts I and II of Exhibit A 
demonstrates Walston's market participation in the stock.* 

a. November-December, 1968. 

Beginning with the secondary, November 26, 1968, 
clients of Walston were active in the stock until about 
December 10, 1968, as short-term traders either purchased 
more stock or took profits. From December 10 through the 
end of the year, Walston's activity was restrained as it 

♦Volume and price figures are there adjusted for the 
2-for-l stock split. 
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CONFIDENTIAL 
. '? 


AMERICAN STOCK EXCHANGE, INC. 


November 24, 1971 


TO: 


The Bo>' rd of Governors 


Subject: Charges Preferred, Pursuant to Rule C-45 of the 

Board cf Governors of the American S :ock Exchange 
(the "E<chenge") against Prank J. Crimmins, an 

_ Officer and Voting Stockholder of the Regular - 

..— -Member Organization of.Walston & Co., Inc. - 

("Walston") < 

Background 


* 

The following Charges relate to the conduct of Frank. J. Crimmins in 
connection with his activities with respect to the common stock of Four Seasons 
Nursing Centers cf America, Inc. ("FSN") and Ids relationships with certain 
officials of FSN. These matters are set forth ir the.attached Report, dated 
March 1, 1971 (the "Report"), prepared by the Exchange. The Report is incor¬ 
porated in, and made a part of, these Charges. 

Frank J. Crimmins became a Vice-President and voting stockholder of 
Walston on June 24, 1965. During the period covered by these Charges, . 

Mr, Crimmins was manager of Walston's branch office at 1290 Avenue of the 
Americas, New York City. Frier to joining V/al: ton, Mr. Crimmins nad been 
employed as a registered representative with Shields & Company for approxi¬ 
mately six years, and before that with Merrill Lynch, Fierce, Fenner & Smith 
and with Nov; burger, Locb & Co., all of which Firms ere regular member organi¬ 
zations cf the Exchange. 
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> >. CHARGE I 

Frank J. Crimmins engaged in conduct or proceeding inconsistent with 
just and equitable principles of trade in the paltern of circumstances described 

in the Report, in that: ___I_ 

(i) Mr. Crimmins, as an officer of Walston, was aware of and took 
an active part in maintaining the specie 1 relationship between Walstc n 
_ 3nd FSN described in the Report. This special relationship involved ^ 




the activities of Walston as principal investment banker, financial 
adviser and underwriter for FSN and its affiliates, the access which 

Walston and its officers had to inside information concerning the.. 

operations, policies and plans of FSN, and the substantial financial 
•. investment which the firm, its officers and many of its large institutional 
and other customers hod in FSN and its affiliates. Mr. Crimmins 
established a close personal and business relationship with the 
- principal officers of FSN commencing in the summer of 1968 and there- 

\ 

after he maintained frequent and close contacts with such officers 
throughout most of the period covered by the Report. He opened and 
serviced brokerage accounts for these officers at Walston. He was 
active, in assisting FSN and ’its affiliates in arranging certain 
financings. As a result of this relationship, Mr. Crimmins frequent!/ 
wos in a position to obtain information concerning FSN which had not 
been publicly disclosed. Mr. Crimmins was also a partner in Montgomery 
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Company, a venture capital partnership comprised of various officers 
and shareholders of Walston,; which made s $500,000 investment in 
FSN in the fall of 1967 in exchange for a substantial block of FSN stock.' 
Mr. Crimmins further acquired a substantial number of shares of FSN 
stock personally, the major portion of which was purchased from the 
principal officers of FSN under agreements providing for extended peri ads 
of payment and at unusually low interest rates. As a result of these 


purchase arrangements, Mr. Crimmins became and remained heavily 
indebted to the principal officers of FSN. In view of this special 
relationship with FSN and its principal officers, Mr. Crimmins had ar 
obligation to the customers of Walston, to the investing public and tc 


the Exchange to avoid engaging in activities which could be construed 
as serving his own self-interest and the special interests of his firm. 

(ii) Despite this obligation, Mr. Crim;r ins engaged in on extensive 

*• 

and continuing effort to solicit and promote interest and market octivi.y 
in the stock of FSN during practically tie entire period the stock was 
traded on the Exchange and to further similar activities on the part of 
other officers‘of Walston. As disclosed by the facts set forth in the 
Report, this effort involved the active solicitation of public customers 
by Mr. Crimmins and other officers of Walston as well as their 
concerted activities t o devel op substantial institutional interest in FSN. 
This extensive market activity, in which Mr. Crimmins was a principal 
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> K participant, continued even during periods when the firm was engaged in 
' ' arranging additional financing for FSN and its affiliates and despite the 

fact that Mr. Crimnins was aware of the serious concern expressed to 
his firm by the Exchange with respect to such solicitation and sales 


O 


O 


efforts by Walston, and by Mr. Crimmii s in particular, in view of the 
special relationship existing between F.3N and Walston and its officers. 
-Walston effected purchase and sole transactions on the Exchange involving 


approximately 3,500,000 FSN shares from December through April 1970. 

A significant portion of this trading volume was accounted for by sales 
activities of Mr. Crimmins. This market activity by Walston occountad^ _ 
for over 25% of the total Exchange volume in FSN stock during the period. 

. In late 1963 and early 1969, there were several weeks when Walston's- 
combined purchase and sale transactions accounted for as much as 4(% 
to 50% of Exchange volume in the stock. The price of FSN stock rose 
from approximately $28* in November 1968 to over $90 in October 196S 

9 

and thereafter declined to approximately $30 at the time of the Excharge s 
trading halt in April 1970. Throughout this period Mr. Crimmins continued 
to hold a substantial position in FSN stock and thereby benefited from the 
increased market price of the* stock resulting from the extensive publia 
and institutional interest in the security. Mr. Crimmins sold 4,800 


♦Adjusted for 2-for-l stock split in March 1969, 
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shares of FSN stock In the spring of 1970 at a substantial profit and 
used a portion of the proceeds to purchase additional restricted shares 
of FSN fron the principal officers of FSN at a price substantially below 
the then market price. In addition, Montgomery Company, in which 
Mr. Crimrrins had an interest, continuec to hold a substantial block 
of FSN stoak which had a cost basis of < pproximately $1 mi 11 ion and 
which reached a market value of over $20 million in October 19691! 


Moreover, Walston continued to receive substantial fees from FSN and 
its affiliates as a result of the underwrirings and financings which it 
was instrumental in arranging for FSN ar'd which were faciliatated by the 
widespread interest and market activity in FSN stock. The course of 
•conduct b> Mr. Crimmins in engaging in solicitation and in concerted 
efforts to promote interest and market activity in the stock of FSN to 
the extent disclosed in the Report while maintaining the special relation- 
, ships that existed with FSN and its principal officers end while con¬ 
tinuing to hold, both directly and indirectly, substantial positions in 
FSN stock, tended to serve and enhance his own personal interest and 
the special interests of his firm, and was in direct conflict with the duty 
of fair dealing which he owed to the cus:omers of Walston, to the 
Investing public and to the Exchange. 
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' CHARGE 2 


Frank J. Crimmins engaged in acts detrimental to the interest or 
welfare of the Exchange, in the pattern of circumstances described in the 
Report, in that: 

(i) Mr. Crimmins, while testifying on November 25/1969, before duly 
authorized representatives of the Exchange, made a misstatement abot t 

- 3 material point concerning the extent oi his personal indebtedness to_ 

Messrs. Jack L. Clark, Amos D. Bouse, Jr. and Tom Gray, the three 
principal officers and shareholders of FSN, arising out of Mr. Crimmins' 
purchase of 30,000 unregistered shares .of FSN stock for $650,000. 

(ii) Mr. Crimmins engaged in transactions off the Exchange in FSN 
.stock with Jack L. Clark, Amos D. Bouse, Jr. and Tom Gray, without 

requesting or receiving permission from he Exchange as required by 
Ruje 5 of the Board of Governors, which provides in pertinent part: 

"A member * * * shall execute on the Exchange all transactions, 

$ 

whether acting as principal or as agent, in stocks * * * admitted to 
dealings on the Exchange, except * * * (2) transactions made with 
prior permission of the Exchange * * * " 


CHARGE 3 

Frank J, Crimmins engaged in conduct or proceeding inconsistent with 
just and equitable principles of trade in that in connection with his purchases 
of 20,000 shares of FSN stock from the principal officers of FSN in November 1968 
and March 1969, as described on pages 11 through 18 of the Report, Mr. Crimmins 
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willfully caused a violation of Section 220.7(a) of Regulation T'(annexed hereto 

as Exhibit A) under the Securities Exchange Act of 1934 by arranging for the 
T extension of credit to him with respect to the payment for such shares on terms" 
and conditions more favorable than those permitted under the applicable pro- 
-visions of Regulation T. . _ - : -7--~~nr. 


****** 


_ The ab ove c harg es against Frank ]. Crjmmji ns^ 3 _rejo_be_heo_rcfby_thej_ 

Board of Governors of the Exchange and Mr. Crimmins shall be entitled to be 
present at such hearing. A copy of these charges is to be served upon 
Frank J. Crimmins as provided by Rule 345 of the Board of Governors. 


Respectfully submitted, 

7*. zv«44l*..'h. 

James W. Walker, jr. 

Senior Vice President 
American Stock Exchange, Inc. 
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Regulation T 
Section 22 0.7 (a) 



(O 


^ creditor may arrange for the extension or maintenance of credit to 
or for any customer of such creditor by any person upon the same terms and 
conditions as those upon which the creditor, under the provisions of this 
Part, may himself extend or maintain such credit to such customer, but only 
-upon such terms and conditions, except that this limitation shall not app y 
-with respect to the arranging by a creditor for a bank subject to Part 2 1 o 
this chapter (Regulation U) to extend or maintain credit on margin securities 

or exempted securities. 


t 

& 
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AMERICAN STOCK EXCHANGE, INC. » 

EXCHANGE DISCIPLINARY PANEL ! 



Disciplinary Proceedings 
Against Frank J. Crimmins 
Pursuant to Charges dated 
November 24, 19 71 


INTERROGATORIES 
and 

NOTICE TO PRODUCE 


X 


Frank J. Crimmins requests that the American Stock 
Exchange, Inc. ("Exchange"), by a representative thereof, 
answer under oath, in accordance with Rule 33 of the Federal 
Rules of Civil Procedure, and produce at the office of the 
undersigned, in accordance .with Rule 34 of the Federal Rules 
of Civil Procedure, within 30 days, the interrogatories here¬ 
inafter set forth and the items hereinafter requested for 
production. 

Charge 1 

1. Does the Exchange claim that it constitutes 
unjust and inequitable conduct or that any of its rules are 
violated when a member firm simultaneously acts as under¬ 
writer for the stock of a company v/hile its registered re¬ 
presentatives are recommending the stock to their customers? 

If so, set forth a copy of the published rule, regulation or 

* 

interpretation so stating. 


AV 
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2. Does the Exchange claim that its rules are 
violated when a member firm which owns a block of stock in 
a company has its registered representatives recommend the 

purchase of that stock to their customers? If so, set forth 

/ 

a copy of the published rule, regulation or interpretation 

3. Does the Exchange claim that its rules are 
violated when a member firm which acts as investment 
banker for a company has its registered representatives 
recommend the purchase of stock in that company to their 
customers? If so, set forth a copy of the published rule, 
regulation or interpretation so stating. 

4. Does the Exchange claim that its rules are 
violated when a registered representative of a member firm 
simultaneously owns stock of a company and recommends the 
purchase of that stock to his customers? If so, set forth 
a copy of the published rule, regulation or interpretation 
so stating. 

5. (a) Does the Exchange claim that its rules 
are violated when a registered representative of a member 
firm purchases restricted stock of a company from the 
principals of that company? If so, set forth a copy of 

the published rule, regulation or interpretation so stating. 

(b) Does the Exchange claim that Its rules 
are violated when such registered representative is in- 

100a 
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debted to such principals for such purchase? If SO/ set 

forth a copy of the published rule, regulation or inter¬ 
pretation so stating. 

6. Does the Exchange cldim that its rules are 
violated when such principals are permitted to open ac¬ 
counts with the member firm? If so, set forth a copy of 

the published rule, regulation or interpretation so stat¬ 
ing. 


7. Does the Exchange claim that its rules are 
violated when a registered representative of a member firm 
who owns stock of a company introduces the principals of 
that company to lending sources? if so, set forth a copy 

of the published rule, regulation or interpretation so 
stating. 


8. Does the Exchange claim that a combination 
of any or all the facts in questions 1-7 above constitutes 
a violation of its rules? If so, set forth the particular 
combination which it is claimed is such a violation and 


which is alleged to be involved in this 


proceeding and 


set forth the published rule, regulation or interpretation 

stating that such facts constitute a violation of Exchange 
rules. 


9. Does the Exchange claim that its rules are 
violated when a registered representative of a member firm 
purchases restricted stock of a listed company and pays 
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less than the market price for unrestricted (free) stock 
of such company on the date of purchase? If so, set 
forth the published rule, regulation or interpretation 
which so states. 

10 . - 


11. Set forth the specific published rule, reg¬ 
ulation or interpretation which the Exchange claims required 
Frank J. Crimmins to refrain from recommending the stock of 
Four Seasons Nursing Centers of America, Inc. ("FSN") to 

his customers. 

• 

12. Does the Exchange claim that such solicita¬ 
tion by Frank J. Crimmins was not sanctioned and encouraged 
by Y7alston & Co., Inc.? 

13. Does the Exchange claim that Frank J. Crimmins 
was acting contrary to instructions from his superiors at 

• * 

Y7alston when he . • 

(a) introduced FSN to a borrowing source? 

(b) opened and serviced brokerage accounts 
for certain FSN officers? 

(c) purchased FS1J stock? 
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14. Does the Exchange clain that Frank J. Crimmins 
actually obtained "inside information" regarding FSN or that 
he was merely in a position to do so? 


15. Does the Exchange claim that the ability to 
obtain inside information as to a company, without more, 
results in a duty to refrain from solicitation of orders 
for the stock of that company? If so, set forth the pub¬ 
lished rule, regulation or interpretation so stating also 
setting forth the date of publication. 

16. Does the Exchange claim that one who pos¬ 
sesses but does not use "inside information" thereby vio¬ 
lates an Exchange rule? If so, set forth the published 
rule, regulation or interpretation which so states. 

^ ^ claimed that Frank J. Crimmins 
had "inside information," set forth the published rule, 
regulation or interpretation which defines "inside in¬ 
formation," specify the information he allegedly had and 
explain how such information is included in such defini¬ 
tion. Also set forth the alleged source of this infor- 
« 

mation, the date he acquired it and the circumstances. 

18. Does the Exchange claim that Frank J. Crimmins 
used any "inside information", either for his own benefit, 
the benefit of Walston or of his customers? if so, specify 
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for whose benefit, set.forth the substance of that informa¬ 
tion, the date he allegedly used it and the manner in which 

t 

it is claimed he made use of such information. 

19. Does the Exchange claim that Frank J. Crimmins 

had the authority or ability to change or countermand any 
V7alston policies? * 

20. Does the Exchange claim that Frank J. Crimmins 
had the authority or ability to change or countermand Walston 
policies with respect to maintaining advisory relationships 
with FSN? 

21. Does the Exchange claim that actions taken by 
an employee of a member firm, after approval by the firm's 
management and its compliance department, can constitute a 
violation of Exchange rules by the employee warranting 
punishment of the employee ? If so, set forth the published 
rule, regulation or interpretation which so states. 

22. Does the Exchange claim that Frank J. Crimmins 
was not required to obey the policies set by V7alston's 
management? 

23. Does the Exchange claim that Walston mani¬ 
pulated the market price of FSN stock? 

24. Does the Exchange cliam that Frank J. Crimmins 
manipulated the market price of FSN stock? If so, set forth 
the date or dates on which such market manipulation allegedly 
occurred, the manner in which it was accomplished and the 
extent to which the price change in FSN stock is attributed 
to Frank J. Crimmins. 
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25. Does the Exchange claim that Frank J. Crimmins' 
volume of business in FSN stock was disproportionately large 
as compared to his other business? If so, set forth the 
satistical data upon which si oh conclusion is based. Does 
such data discount the FSN business which was unsolicited? 

If so, set forth the amount of such discount. 

26. With respect to the "substantial fees" which 
the charges (p. 5) allege were received by Walston, what 
portion of such fees does the Exchange claim was received 
by Frank J. Crimmins? What portion was earned by him? 

27. With respect to the volume of activity in 
FSN stock described on page 4 of the Charges, wh.it portion 
of such trading does the Exchange attribute to Frank J. 
Crimmins? 

28. With respect to the price rise and fall of 
FSN stock described on page 4 of the Charges, what portion 
of such rise and of such fall does the Exchange attribute 
to Frank J. Crimmins. 

29. With respect to the last sentence of Charge 
1, how does the "personal interest" of Frank J. Crimmins 
differ from that of any ordinary purchaser of stock? 

30. (a) Does the Exchange claim that its rules 
were violated by the alleged sale by Frank J. Crimmins of 
4,800 FSN shares (p. 4 of Charges) in.the Spring of 1970? 

(b) Does the Exchange claim that its rules were violated 



by his use of a portion of the proceeds to buy restricted 
FSN stock? If so, set forth the published rule, regulation 
or interpretation which so states. 

31. Does the Exchange claim that Frank J. Crimmins 
% 

was under a duty to refrain from recommending a stock to his 
customers if Montgomery Company held a position in such 
stock? If so, set forth the published rule, regulation 
or interpretation containing that obligation. 

32. Does the Exchange claim that the percentage 
of ownership v.’hich Frank J. Crimmins had in Montgomery 

9 

Company was a significant percentage ownership? 

33. (a) Does the Exchange claim that Frank J. 
Crimmins had control over or responsibility for the invest¬ 
ment policies and decisions of Montgomery Company? If so, 
detail the means by which such control or responsibility 
existed and specify whether the Exchange contends that Mr. 
Crimmins had control or responsibility, or both, for such 
policies and decisions. 

(b) Does the Exchange claim that Frank J. 
Crimmins exercised such control or responsibility? If so, 
detail the circumstances and specific instances when such 
exercise of control took place and the grounds for so 
believing. 

34. State the grounds upon which the Charges 
allege, at page 4, that "...Mr. Crimmins was aware of the 
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serious concern expressed to his firm by the Exchange with 
respect to such solicitation and sales efforts...." 

35. Set forth a complete text of such expres¬ 
sions of concern, the date of each such communication and 

the person or persons to whcm such communication (s) were 
directed. 

36. Did the Exchange receive a reply from Walston 
to its expression of concern? If so, set forth a complete 
text thereof. 

t • 

-- - •» Did the Exchange understand that reply to 

state explicitly or implicity that Mr. Crimmins acted as he 
was expected to by Walston in soliciting interest in FSN, 
in rendering financial advice to FSN, in maintaining brok¬ 
erage accounts for FSN officers and in referring FSN to 
two lending sources? 

38. Does the. Exchange claim that Mr. Crimmins 
had the authority to countermand the interpretation of 
Exchange rules by his superiors and their application to 
his activities, even after the Exchange expressed its 
"concern". 

39. Does the Exchange claim that Mr. Crimmins 
should have refused to perform the functions Walston ex¬ 
pected of him as specified in question 37? 
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Did Walston communicate with the Exchange 
soon after its informal discussions with Walston on January 
8 and 15, 1969 and advise that it was instructing Mr. 

Crimmins to resume his solicitation efforts with respect 
to FSN stock? 

41. Why didn't the Exchange direct Walston to 
stop those activities after Walston stated that it believed 
those activities to be proper, approved and encouraged such 
activities and that it saw no reason to and did not intend 
to curb such activities. 

% 

/ 42. Does the Exchange view the conduct of Mr. 

Crimmins with respect to FSN to be more seriously viola¬ 
tive of its rules that the conduct of Gordon M. McCollum? 

If so, set forth a detailed explanation of why the Exchange 
holds this view. 

43. With respect to page 5 of the Charges, lines 
12 and 13, is it claimed that Mr. Crimmins engaged in "con¬ 
certed efforts to promote interest and market activity in 
the stock of FSN" which activities are not included within 
the term "solicitation"? If so, set forth the alleged con¬ 
duct by Mr. Crimmins which is referred to by the "concerted 
activities" language. Also set forth the published rule, 
regulation or interpretation which prohibits such "concerted 

i 

activities". 
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44. With reference to the valuations of FSN stock 
in October, 1969, appearing at pages 4 and 5 of the Charges, 
state the reason for using that date as a point of comparison. 

45. Does the Exchange claim that Mr. Crimmins en¬ 
gaged in some prohibited conduct exclusively or specifically 
in that month so as to make that month an appropriate point 
of comparison? If so, detail such conduct. 

Charge 2 

46. Does the Exchange claim that Frank J. Crimmins 
intentionally misstated facts to representatives of the Ex¬ 
change? If so, set forth the basis for that belief. 

47. Did the Exchange advise Mr. Crimmins in ad¬ 
vance of his November 25, 1969 testimony before representa¬ 
tives of the Exchange that he should be prepared to testify 
as to the extent of his indebtedness? If so, set forth a 
complete and true copy of such advice and state how much no¬ 
tice was given. 

48. Did the Exchange advise Mr. Crimmins in ad¬ 
vance of his November 25, 1969 testimony before representa¬ 
tives of the Exchange that he should be prepared to testify 
as to any topic? ‘If so, specify the topic, set forth a copy 

of such notice or advice and state how much notice was given. 

% 

49.. Subsequent to November 25, 1969, did the Ex¬ 
change receive letters and enclosures from Mr. Crimmins which 
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either explicitly or through simple calculation contained 
the amount of Mr. Crimmins 1 indebtedness on his FSN stock 
purchases? If so, set forth copies of such correspondence 
and enclosures. 

50. Unless already done, set forth copies of 
two letters and enclosures from Mr. Crimmins to the Ex¬ 
change dated December 2, 196S and January 29, 1970. 

51. Does the Exchange claim that such letters 
contained any misstatements of fact? If so, detail such 
claims. 

52. Was the Exchange staff aware, when it 
charged Mr. Crimmins with misstating the amount of his 
indebtedness in testimony appearing at page 25 of his 
transcript, that at page 24 thereof Mr. Crimmins had agreed 
to provide the Exchange with the documentation on his FSN 
stock purchases? 

53. Does the Exchange claim that Mr. Crimmins 
did not furnish it with such documentation? 

54. When the Exchange staff offered to let 
Mr. Crimmins correct his testimony after looking at his 
records (Transcript page 162) was it intended at that time 
to accuse Mr. Crimmins of falsehood if he accepted the of¬ 
fer? 
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55. When did the Exchange decide to treat such 


corrections to the transcript as evidence of misstatements? 

SC. (a) Does the Exchange consider $150,000 which 
Mr. Crimmins testified that he owed as of November 25, 1969 
for his purchases of restricted FSN stock, to be a substan¬ 
tial debt? 

(b) Does the Exchange consider the amount 
of the indebtedness to be a material point? 

57. With respect to Charge 2 (ii), does the 
Exchange claim that the restricted FSN stock purchased 
by Mr. Crimmins was "admitted to dealings on the Ex¬ 
change" within the meaning of the Exchange's Rule 5? 

58. Does the Exchange claim that its Rule 5 
applies to purchases of restricted stock? If so, set 
forth the published rule, regulation or interpretation 
which so states. 

59. Produce the record of every proceeding in 
which the exchange applied its Rule 5 to restricted stock. 

60. Produce copies of all testimony and documents 
concerning the Exchange's Rule 5 given to the Securities 
and Exchange Commission in connection with its study of 

New York Stock Exchange Rule 394. 

61. Does the Exchange claim that pursuant to 
Rule 5 it could legally have denied permission to Mr, 

Crimmins for his purchase of restricted FSN stock? 
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62. Does the Exchange claim that it could have 
required the restricted FSN stock in question to be sold 
over the Exchange? • 

Charge 3 

63. With respect to Charge 3 and Mr. Crimmins' 
purchases of restricted FSN stock, name the person or per¬ 
sons claimed to be (a) the one(s) to have extended, main¬ 
tained or arranged for credit, (£) the "creditor" and (c) 
the "customer," as such terms are used in Section 7(c) of 
the Securities Exchange Act of 1934 and Section 220.7(a) 
of Regulation T. 

64.. Does the Exchange claim that Section 220.7(a) 
of Regulation T applies to credit extended for purchases 
of restricted securities not involving the facilities of 
an exchange or a broker-dealer? If so, set forth the pub¬ 
lished rule regulation or interpretation v/hich so states. 

General 

65. Set forth the names and present positions 
of those persons who prepared the Exchange's Report of 
Investigation dated March 1, 1971 ("Report"). 

66. When the Exchange received Walston's 
Response to the Report, did the Exchange attempt to 
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confirm or refute the claim's contained in Walston's Re¬ 
sponse that the Report contained numerous factual errors? 
If so, state the alleged errors confirmed and those re¬ 
futed and the source of information for each. 

67. Set forth the names and present positions 
of those persons who prepared the Charges dated November 
24, 1971. 

68. Was the information contained in the Charge 
taken entirely from the Report? If any was not, list the 
new information and its source. 

69. When the Exchange received Mr. Crimmins' 
Answer to the Charges, dated December- 23, 19 71, which 
contains references to numerous factual, statistical 
errors in the Report and Charges, did the Exchange at¬ 
tempt to confirm or refute the claimed errors? 

70. Set forth those factual statements con¬ 
tained in the Report and asserted to be in error by the 
Crimmins Answer which the Exchange claims are not in 

error. 

. Produce 

1. Copies of all correspondence and other 
communications between Walston and the Exchange with 
respect to FSN, its stock, the activities by Walston 



personnel as to such stock cr the Exchange's investiga¬ 
tion and proceedings as to such stock. 

2. Copies of all memoranda or other records 
of telephone conversations with Mr. Crimmins by any mem¬ 
ber of the Exchange's staff. 

3. Copies of all exhibits intended to be 
introduced by the Exchange .at the hearing of the Charges. 

4. A list of all witnesses intended to be 
presented at the hearing by the Exchange, their addresses 
and telephone numbers. 

5. Copies of all documents produced or de¬ 
livered to the Exchange by any person or entity in con¬ 
nection with its investigation of FSN or in connection 
with this proceeding. 

6. Copies of all documents relating to FSN or 
this proceeding produced or delivered by the Exchange to 
the Securities and Exchange Commission. 

7. Copies of all documents relating to FSN or 
this proceeding produced or delivered by the Exchange to 
the office of any United States Attorney. 

Dated: New York, New York 

May 9, 1973 

Yours etc., 

SPEAR and HILL 

Counsel for Frank J. Crimmins 
63 Wall Street 

, New York, ’ew York 10005 

Tel. No.: (212) 344-6200 
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American Stock Lxchang 


86 Trinity Place 
New York NY 10006 
212/964-3200 

Norman S Poser 
Vice President 

Membership Compliance Division 


ge 


June 17, 1969 


Mr. William D. Fleming, President 
Walston & Co., Inc. 

74 Wall Street 

New York, New York 10005 

Dear Mr. Fleming: 

ce-ta-n brin ^°/ our _ atte ntion the concern of the Exchange over 

v * * °~‘ ^ c 1 ^ our s sc.ivity in the common stock of Four Seasors 

Nursing Centers of America, Inc. ("Four Seasons") in view of your firm’s ‘ 
relationsnip with this company. 

On the basis of an inquiry which the Exchange has made into this 

Ton!''"* Ur f rStSnd th3t y ° Ur fi ™ act2d - ** underwriter in distribu- 

Seasons stocx on .wo occasions during 1968 and that it acted 

Fou^ Se -o f 01 S6CUntieS ° f F ° Ur Saasons Equity Corp., an affiliate of 

It Itli V? ° n ! °^ casior ‘ in 1559 • Furthermore, your firm has acted 
as nnancial aavisor to Four Seasons and its affiliated companies and con- 

tinues to act in that capacity. It is also our understanding that your firm 

i' d v f i 90Miy Company, a partnership in which officers and stockholders 
oi your xirm nave an interest, own a substantial number of shares of Four 
easons stock Mr. Gordon McCollum, a vice president and voting stock¬ 
holder or your firm, is a member of the Board of Directors of Four Seasons. 

__ , Dunng the past few months your firm has been responsible for a sub- 
stantiai proportion of the overall market activity in Four Seasons stock on 
this exchange. this activity is disclosed it the weekly and monthly reports 
of .ne exchange s Clearing Corporation which are regularly sent to your firm 
We have discussed this activity with representatives of your firm, including* 

Mr’ 1-rZt 5 aU 4f nn '/ ormerl y vice President in charge of compliance; 
i *r. James K. Nissan, vice president, nonvoting stockholder, and regis¬ 
tered representative; and Mr. Frank J. Crimmins, vice president, voting 
otooknoldor,ond managor of your branch offico at 1290 Sixth Avcnuo, Now 
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American Stock Exchange 


Mr. William D. Fleming - 2 - June 17, 1969 


York City. We understand that a substantial amount of the purchases which 
have been effected through your firm were solicited by registered representa¬ 
tives, including Messrs. Nissan and Crimmins. . 

It appears that while such solicitation was taking place your firm 
may have boon in possession of material information concorning the com¬ 
pany which wan not available to Uiu pnbIJo or to ntockliolduni of Four 
Scosonu. Such an Inference may bo drawn noL only from your firm's repre¬ 
sentation on the Board of Directors of Four Seasons but also from the rela¬ 
tionship between Mr.Crimmins'and Messrs. Jack L. Clark, president and 
Amos D. Bouse, vice president and secretary-treasurer of the company. 
Messrs. Clark and Bouse maintain personal brokerage accounts at Waiston 
& Co., which are serviced by Mr. Crimmins. Furthermore, in December 
1968, Mr. Crimmins provided introductions xor Mr. Clark to two institu¬ 
tions, Marine Midland Bank and Hemisphere Fund, for the purpose of 
placing first mortgage notes of F.S.N. Corporation, an affiliate of Four 
Seasons, with these institutions. Shortly thereafter, Mr. Crimmins, at 
the request of the management of Four Seasons, canvassed several of his 
customers as to whether they would favor a split of Four Seasons stock. 

A two-for-one stock split was announced on January 8 , 1969. While 
Mr. Crimmins has denied to us that he had any advance information that 
the stock split would take place, h.3 continued solicitation of purchase 
orders at a time when he knew that such a split was contemplated by the 
company poses problems of which we believe your firm should take cogni¬ 
zance. 

Wo nlno whih to bring lo your attention tho fact that Mr. Nissan 
entered orders, which he had solicited, for the purchase of 800 shares of 
Four Seasons stock by the Foreign Bank of Commerce, a Swiss banking in¬ 
stitution, on November 22 , 1968 , at a time when your firm was participating 
in u .egistered distribution of Four Seasons stock. This activity appears to 
raise questions of compliance with the anti-manipulative provisions of the 
Federal securities laws. 

The concern which the Exchange feels about this situation relates 
not only to the question of whether there may have been violations of the 
socuritios laws and of the rules of the Exchango in connection with this 
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situation but also .vhether your firm has adequate internal controls over 
solicitation of orders to purchase or sell securities of companies with 
which your firm has a relationship. Furthermore, we question the propri¬ 
ety Oi permitting solicitation at all in a situation such as that of Four 
Seasons, where the relationship is so close and where there are constant 
contacts bctwoen company management and your sales force. Accordingly, 

y ° U rn ° k ° a thorouch instigation oFthis matter and 
urnisn to the Exchango a wntton report not later than July 1 , 1969 covering 
the following areas: y 


(1) Please indicate whether there have been any violations of 
applicable provisions i Federal securities lav/s or of the 
Constitution and rules of the Exchange in connection v/ith 
any of the matters discussed in this letter, and please state 

- the factual basis for such conclusions. If there have been 
any such violations, please indicate what steps of a dis¬ 
ciplinary nature have been taken against the persons involved, 

(2) Please describe the standards in effect at your firm which are 
designed to control solicitation of orders for the purchase or 
sale of securities of companies with which your firm has a 
relationship as underwriter or financial adviser, or v’here 
your firm has a representation on the Board of Directors. 

Please describe also, in detail, the supervisory procedures 
of your firm designed to cniorco such standards. Among 
ollun tilln<i fi, Ji in riK(uoiii;('(l that you give coiuiiclorntlon to 
the development oi Internal conliols which would insure that 
solicitation not be permitted where a possibility exists that 
nonpublic information may be employed, or where the com¬ 
pany is participating in a distribution of the security. 


NSPsng 


Sincerely, 
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U Well Slreet/New York,New Yom JCOS/Cabie Adores* WALSTONiNC NY/Telephone 212 Dtgby 4-4U1 


June 30, 1969 


orncc or the 
p ncSlDCNT 


Air. Norman S. Poser, Vice President . • 

Alembership Compliance Division ' • 

American Stock Exchange ’ • . . 

86 Trinity Place . • . 

New York, New York 10006 ' ; • . 

* . •* I 

Dear Mr. Poser: 

This is in reply to your letter of June 17, 1969 in which you 
mention the concern of the American Stock Exchange over certain 
aspects of our firm's activity in the common stock of Four Seasons " 
Nursing Centers of America, Inc. ("Four Seasons '), in view of as you 
sta».e in your setter, our Firm's relationship with chat company. 

Your understanding is correct that our Firm was the managing 
underwriter for the initial public oncring in May, 1968 of the common 
stock Oi Four Seasons and an onering of the common stock of Four 
Season* in November, i963, LiKewise, our Firm was the managing 
underwriter of the common stock of Four Seasons Equity Corporation 
in February, 1969. The foregoing activities of our Firm, of course, 
were outlined in the Prospectuses filed with the Securities and Exchange 
Commission and are ail a matter oi public record. We attach hereto 
for your imormation copies o: the Prospectuses of Four Seasons dated 
May 9, 1968 and November 26, 1963, respectively, and that of Four 
Seasons Equity Corporation dated February 27, 1969. 

With respect to your statement that our Firm has acted as 
financial adviser to rour Seasons and its affiliated companies and that 
our b irm continues to act in that capacity, we wish to advise the Exchange 
that inasmuch as our Firm has acted as the investment banker for Four 
Seasons and Four Seasons Equity Corporation, it is perfectly normal for 
us to consult, with Four Seasons irom time to time about various means 
for financing its operations. However, our Firm has no contractual 
arrangements to act as the financial adviser to Four Seasons or any of 
its aiiiiiated companies and we receive no fees in this connection 
whatsoever. As a matter of fact. Four Seasons uses the financial 
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Ar ^ 

# °r specie nnancial advice. ' 

Company,°Tp!rt“! ** ™ F -m and Montgomery 

We an interest, own asubsSS-H " ^ Stockhoi ^rs of our 

stock. In this connection we wi^ ! ° f Shares of *"our Seasons 

and ln the aforernent ioned Prosoec^uses^'-f 1 ^ thiS c,Vnersh ip is 
and Exchange Commission and w ° S nlea with the Securities 
record. Similarly, your!t-?l ®? lactS * W*. are a matter of lv 
Resident and vot^^™* Z'*' G ~ d ° n ^ C olium a V ice C 

enclosed'! S ° f F ° Ur Seasons is correct a!!;! * member of the Board 
enclosed Prospectuses as well ~ s r d tXliS 1S Pointed out in the 

Cd Wlth ihe A ™rican Stock Exchange" S ° nS ’ listin i! application ' 

mane 13 dUB t0 *>»**»£ the prooosod 0 " int | rest in Four Seasons 
the construction of addi'-ior*-'* ^ « Variability of cani A ai 

_ff . wA ctuuiclonal nii^c-T-ir- * wA '-‘ i i>xiai aunos 

offering of Four q n ,, “ nu.sing ncmes as a result a< or 

CC " erated in this stock by‘*ho a^ract- en ***'*■ re8ul ‘ of 
alue cand the awareness of the comn4v ~ Uractlon 01 its investment 

* /r ‘ lcn * view of the far-*- -h* ° tbiS recornme ndation by 

are two of this Firm's largest or-Jrin * ' A ' ItSSrs - Nissan and Crimmins 
acavity in Four Seasons a*all unus-a!" 8 ** We °° n ° l consi der their 

' ^usuai-onaer the circumstances. v 

our Firm were ^oncitin"purcha-'e-* re « istere d representatives of 

have been in possession^ma!^ ,“af“ r .!“ ,0 “ our Firm may 

yoi'al"" 5 " 0t availabie to the public or -o s ? toe?- C ^‘ CCrninS the cam ?any 
Firm’l S tC tha ‘ Such an inference r -av . ckn ° :dt ' rs of Four Seasons. 
Firm's representation on the 3oa- J'r ® ° rawn no1 only from our 
also from the rela'ionship between Mr A- ‘° rS of ^ur Seasons, but 

‘ Prcside "t, and Mr. Amos D Bous'eTica ^ Jaek L ‘ 

• - • ou-e ' Vace Presicent and 
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Secretary-Treasurer of Four Seasons. We wish to inform the American 
Stock exchange that all material information concerning Four Seasons 
rj-iown to our Firm was information which was also available to the public 
*T , stockholders of r our Seasons, and we must take exception to your 
statement that an inference may be drawn that this Firm may have been 
in possession of material information because of the factors stated by you. 
Sucn a conclusion is not warranted as a matter of law or of logic. 

Your statement that Messrs. Jack L.. Clark and Amos D. Bouse 
maintain personal brokerage accounts with our Firm which are serviced 
r ; Crirnmins is correct, as is your statement that in December, 

1jo 8, Mr. Crirnmins introduced Mr. Clark to the Marine Midland Bank 
and the Hemisphere Fund, for the purpose of placing first mortgage 
notes of F. S. X. Corporation, an affiliate of Four Seasons, with these 
institutions. It is our contention that there is no impropriety whatsoever 
, eitner as a matter of law or under the rules of the American S.ock 
• xcnange or tne New York Stock Exchange in Mr. Crirnmins maintaining 
brokerage accounts for officers of Four Seasons. As we have mentioned 
to you previously, Mr. Crirnmins is a highly knowledgeable Account 
Executive and services these two accounts in the same fashion as he 
services those of his many other clients. We also maintain the fact 
. that Mr. Crirnmins introduced Mr. Clark to Marine Midland Bank and 

„ Crr ' lsp '‘ ere * und was ;otaI1 y appropriate and is nothing more than what 
..any respectable Account Executive would do for a valuable client. 

Crirnmins' position with respect to the canvassing of several 
of his clients regarding a possible split of Four Seasons stock has 
alreacy been conveyed to the Exchange during a meeting with Mr. Bernard 
Zucker, ^as well as in a letter of May 19, 1969 to Mr. Zucker. We attach 
a copy o± tnat letter for your information. As you can see from the 
attached letter, Mr. Crirnmins contacted three of his clients on this 
matter in early December, 1968. A review of our records indicates 
that during December, 1968, Mr. Crirnmins sold on behalf of his clients 
2, 45° shares oi Four Seasons and purchased 2, 706 shares for clients. 

" J 0 a " ua ^ 1969 ' he ^chased for his clients 22, 812 shares of which 
, 86 shares were purchased after the announcement of the stock ' 
sp.it by the company. During that month he sold 7/300 shares for 
clients. We submit on the basis of these figures, it is obvious that 

Mr. Crirnmins was not acting on the basis of any so-called inside 
lmormation. 

, on, info . rmation v/hich y° u havc concerning Mr. Nissan's purchase . 
o. 800 shares of Four Seasons stock for the Foreign Bank of Commerce 

* • . • • * t 
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™ « a* incorrect, as a review of Mr. Nissan's records shows 
no such transaction. Ou~ records show that the Foreign Bank of 

fn°^ e . rCe ’? U , rC i'; a „ SC l 2 - 500 shares of Fot;r Se “ son = ‘ho offering and 
n additional 2, oOO shares in the open market the following day The 

open market purchase was due to the fact that the Foreign Ban^ of 
, h ° n ’T. arC ° w “= nnaole to get the total number of shares they desired on 

in tMsTraniaclm ^ “ V ‘° lati ° n ° f Rule 10<b) - 5 is 

rovir»w^T+v, Wl + h * 1 ° advise tbe Exchange that our Firm has continuously 
reviewed the trading activity in Four Seasons common stock because 

• £l° n Ur UndS r riter obii g^ions to this company. All of our conduct has 
been in conformity with established policies of this Firm as reflected 
in Compliance Bulletins Nos. 21 . 33 and 39 attached, which are in 

Rules ^nd rIpuM ° pr °y isior : s <* federal security laws and the 

iUs ou'con S 'T f Securitics and Exchange Commission, and 
, . * c ° nten tion tx.cat we atave not violated any such laws Fu~the- 

activftJ? naS a ^ equat< : inte ^ na ! contro1 with respect to our trade 
. y as our Compliance Division reviews daily such activity We 

Strs*' fCC i that “ ”» ‘-Propr““n V ;^cvlr 

? 01 triers on behalf of clients for 

law of'- T” haS “'derwritten and we know of no rule of 

Exe'rar„o“\ “ y agency. including the American Stock 

Lxcnange, whicn prohioits our doing so. 

matter Sugges * lon v ' e have made a thorough investigation of the 

™ viola -on £ " y ° Ur Cr ° f June 1? * and we find that there has been 
Cons?* -ton anSft * TOVl *T °! the Fedei * al Securities Law or of the 
„ X d ‘ U ° : tnc Arncrican Stu ck Exchange for the reason 
tnac our trading activity in the common stock of Four Seasons has been 

ners C oTne' anCe ^ tn estabHshcd Policies of this Firm and none of our 

on the Lc- f in y0Ur lett0r 0f Junc 11 ‘ has been P riy y to or acted 
on the oasis Oi any so-called inside information. 

38 -„d Z 6 f. ea i" brin ?y° ur at ‘«tio« to Compliance Bulletins Nos. 21. 

con°rol 3 tL he °' ^ ‘ de5crib<: the Present standards in effect to 
e ™i r °} th « ‘“Proper solicitation of trade orders, as well as proposed 
guidelmes .o be issued by this Firm to all personnel concerning the 

beentn ihe 01 “ S V f lnSWe informa ‘* ion - These guidelines have 
V«r a ?! Pr °f SS °‘ Preparation by our Firm since January of this 

K*?. 4 * primarily to the recent action taken by the Securitics ' 
and Excnange Commission against Morrill-Lynch, Pierce, Fenner & 
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Smith, Incorporated. Appropriate departments of this Firm have worked 
on and have been responsible for the preparation of these guidelines which 
are soon to be released. 


^ . In conclusion, our r irm takes pride, and we think justifiably so, 
that an issue such as Four Seasons with which we have been so closely 
identified and with regard to which we have emphasized the attractive 
investment potentialities to our customers has done so well, particularly 

when the information with respect to such company was in the public 
domain. 


Very truly yours, 
WALSTON & CO., INC. 


William D. Fleming 
President 

WDF/lt ' 

Enclosures 
As above 


cc: Mr. Ralph S. Saul, President 
American Stock Exchange 






86 Trinity Place 
New York NY 10006 
212/964-3200 


Norman S Poser 
Vice President 

tyemberst' 1 ? Compliance Division 
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August 20, 1969 


Mr. William D. Fleming, President 
Walston & Company,.Inc. 

74 Wall Street 

New York, New York 10005 

Dear Mr t Fleming: . . 


This is with further reference to your letter of June 30, 

1969 concerning your firm's market activity in the stock of Four Seasons 
Nursing Centers of America, Inc. ("Four Seasons"). 

On the basis of our review of your letter and other relevant 
documents, it is our feeling that there may be a misunderstanding of 
our letter of June 17 concerning this matter. You may recall that in the 
June 17 letter we referred to the relationship between your firm and Four 
Seasons and questioned the propriety of large-scale solicitation of 
purchase orders in this scocu, in view of the closeness of the relation¬ 
ship, the direct contacts which there have been between Four Seasons' 
management and your sales torce, and the apoaient lack of internal 
controls with respect to solicitation at your firm. 

In your reply you indicated, among other things, that the 
relationship between your firm and Four Seasons'is a matter of public 
record and that the solicitation of purchase orders was based on the 
investment value of Four Seasons and was not improper. Furthermore, 
you stated that Mr. Frank Crimmins, the account executive who can¬ 
vassed certain of his customers on behalf of Four Seasons management 
in connection with a proposed stock split, did not solicit orders on the 
basis of inside information. 

i r • . . < • •, . • • 


; 
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The Exchange does not intend to imply that there is any 
impropriety in the existence of a close relationship between your 
firm and Four Seasons. Its concern is rather with the ^bsenc^ of 
proper controls, in view oi this relationship, to ensure that any 
solicitation is based solely upon information which is in the public 
domain, and with the ability of your firm to meet its responsibilities 
as a member organization ci mis Excnange. 

It is nponront, in view of Mr. Gordon H. McCollum's 
position as a director or Four Seasons, Mr. Crimmins close associ¬ 
ation with the management of Four Seasons, and your firm s position 
as underwriter and financial advisor to Four Seasons, that your firm 
and certain of its account executives must, from time to time, be in 
possession Oi material information concerning iov.r Seasons which 

not yet been mace available to 1**0 < Vvnile we *suind, 

on the basis of the Compliance Bulletins or your firm which you have 
sent to us, that it is the policy of your firm not to permit the misuse 
of inside information, it is not clear that your firm has adequate pro¬ 
cedures to enforce this policy. 

Your firm, as a member organization of the Exchange, and 
its top management are obligated to establish and maintain in effect 
supervisor/ procedures'to ensure full compliance with all applicable 
rules and regulations. It is not uncommon tor a member organization to 
maintain procedures which have the effect of insulating the underwriting 
department from the sales dooartment, tor the purpose of ensuring that 
there is no misuse of non-puoiic information concerning companies with 
which the firm has an underwriting relationsnip. In view of the direct 
contacts which take place between members of your sales iorce and lour 
Seosuas manaoement. it docs not appear mat any suen insulation exists 
at your firm. Furthermore, many firms impose tignt controls, such as 
requiring the prior approval of a senior suoervisory official, upon all 
transactions in securities o: companies with whom such a relationship 
exists. We are not av/are of such controls at your firm. While we 
respect the opinion which you express in your letter that no use of 
inside information concerning Four Seasons has been made by members 
of your sales force, we think mat the situation at your firm creates a 
danger that such abuses could occur. 
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. It is therefore requested that you take appropriate steps 

of a supervisory and procedural nature to ensure that no misuse is made 
oi material information concerning companies with which you have a 
relationship as underwriter or financial advisor, or upon whose board 
of directors your firm is represented; and that you inform the Exchange 
of the action which you have taken. 


We would appreciate receiving a reply by September 5, 
1969. If you wish to have any further clarification of the views of 
the Exchange in this matter, I will be happy to meet with you at a 
mutually cpnvenient time. 
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BOARD OF GOVERNORS 

OF THE 

FEDERAL RESERVE SYSTEM 

WASHINGTON, O. C. 20551 

ADOKCaa orrtCIAL COMtlPONOtNCI 
TO TNI IOAIO 

April 24, 1972 


Gordon L. Nash, Esq., 

Forsythe, McGovern, Pearson & Nash, 

345 Park Avenue 

New York, New York. 10022 

Dear Mr. Nash: 

This refers to your letter of November 23, 1971, in which 
you ask, on behalf of your client, the American Stock Exchange (AMEX), 
for an opinion ’./bother the Board of Governors' Regulation j., Credit 
by Brokers and Dealers", would prohibit an officer of a brokerage 
firm from purchasing margin stock on instalments from 3 officers of 
the issuing corporation, a client of his firm, under the circumstancea 
described below. For the reasons discussed herein, the Board believes 
the answer should be in the affirmative. 

In your letter you state that in November 1968, an officer 
of a brokerage firm bought 10,0^0 shares of margin stock from three 
private individuals (all three are officers of a corporation for which 
the brokerage firm acted as underwriter) at $35 per share, at a total 
cost of $350,000. The market value of the purchased stock was then 
about $500,000. The maximum loan value of stock under the current 
Supplement to the regulation was 20 per cent. The stoex became 
registered on the AMEX shortly before the agreement was executed. 

The agreement between sellers and buyer provided that the 
. buyer was to pay $175,000 (representing 1/2 cf the purchase price) 
about 1 month after the date of such agreement, and the remainder 6 
months later. Accordingly, the sellers extended credit to the buyer 
in excess of the maximum loan value of the purv-nased stock. 

Although the buyer maintained a securities account with his 
employer (the brokerage firm), the above-described purchase was not 
effected in that account, nor did the buyer inform his employer ol 
this purchase. However, you stated orally to the Board's staff on 
February 1, 1972, your understanding that the brokerage firm subse¬ 
quently consented to the acts of its officer. 
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A second purchase for another 10,000 shares at $30, also on 
credit terms, was agreed to between the same partied in Marc.i 1969. 

Throughout the period in which the above transactions took, 
place, the buyer's brokerage firm was the principal investment banker, 
underwriter and financial adviser to the corporation of the sellers, 
having underwritten two of its public offerings in May and November 
1963. The buyer was also instrumental in maintaining the investment 
banking and financial adviser relationship between the brokerage 
firm and the corporation of the sellers. 

i 

Section 220.7(a) provides, with an exception not applicable 

here, that 

"A creditor may arrange for the extension or 
maintenance of credit to or for any customer 
of such creditor by any person upon the same 
terms and conditions as those upon which *he 
creditor, under the provisions of this part, 
may himself extend or maintain such credit to 
such customer, but only upon such terms and 
- conditions ..." 

Since a. creditor (broker or dealer) may not extend credit to purchase 
or carry securities in excess of the maximum loan value of the collat¬ 
eral under the current Supplement to the regulation, he may not ar-.ange 
for credit to be extended in excess of such amount. 

The same individual may, under appropriate circumstances, 
function as both creditor and customer. In an early interpretation, 
(1938 Federal Reserve Bulletin 763), the Board pointed out that an 
individual who is a partner of an exchange member firm is himself a 
’creditor" under section 3(a) of the Securities Exchange Act of 1934 
"as incorporated in Regulation T". If the officer described in your 
letter occupies a position such that he would have been a partner, 
had the firm not been incorporated, it would follow that he arranged, 
as "creditor", for credit to be extended to himself, as "customer", 
to purchase or carry a margin stock, in excess of the maximum loan 
value of the collateral for the credit, in violation of section 220.7(a) 
of the regulation. 

Alternatively, under the facts summarized above, he may be 
considered to have functioned as both custonerand representative of 
his brokerage fi-m (see opinion by the SEC, In the Matter of Sutro 
Bros, & Co., 41 SEC 443 (1963)). It would follow that as representative 
of the firm, he arranged for credit to be extended to himself as custo¬ 
mer, resulting-in a violation of section 220.7(a) on the part of the rir 
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Additionally, to the extent that the firm knew of the violation or 
ratified it, the firm was itself directly responsible. As a repre¬ 
sentative of the firm, the officer would also himself be liable, 
under this view, for aiding and abetting such violation. 


Very truly yours. 



n| /v^ 
Michael A. Greenspan, 
Assistant Secretary. 
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86 Trinity Place 
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212/938-6000 


BY HAND 


CONFIDENTIAL 


August 27, 1973 


Mr. Frank J. Crimmins 
24 Chesterfield Road 
Scarsdale, New York 105 83 

Dear Mr. Crimmins: 

This will confirm the advice which Mr. Benjamin D. Krause, the 
Panel Assistant, gave to your counsel over the telephone on August 24 
regarding the unanimous decision of the Exchange Disciplinary Panel on 
the Charges dated November 24, 1971 which were preferred against you 
by the Exchange pursuant to its Rule 345. This decision was reached 
after careful review and consideration of your testimony and that of 
witnesses called by you and the documentary evidence presented at hear¬ 
ings conducted on July 9, 18, and 25, 1973, and of the post-hearing 
memoranda submitted by counsel for you and the Exchange. 

On the basis of the facts and circumstances disclosed in the 
record, the Panel found you guilty of engaging in conduct or proceeding 
inconsistent with just and equitable principles of trade as alleged in 
Charges 1 and 3, and of committing an act detrimental to the interest or 
welfare of the Exchange as specified in paragraph (i) of Charge 2. The 
Panel further found that you were not guilty of the violation alleged in 
paragraph (ii) of Charge 2. 

Because of the serious nature of the violations proved, the Panel 
determined as a penalty that (i) for a period of nine (9) months, you should 
be barred from employment in any capacity with any member or member 
organization of the Exchange; and (ii) for a period of fifteen (15) months 
thereafter, you should not be employed by any member or member organiza¬ 
tion of the Exchange in a managerial or supervisory capacity. This penalty 
will commence upon the date on which the Panel's decision becomes final 
in accordance with the applicable provisions of the Exchange s Constitution. 
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The record before the Panel established that the acts of wrong¬ 
doing upon which the Charges were based occurred during a period when 
you were an Allied Member of the Exchange, and an officer, voting 
stockholder and manager of a branch office of Walston & Co. , Inc. 

. ("Walston"). The Panel found that despite the duties and obligations 
you assumed in occupying these positions of responsibility, you failed 
to meet the standards demanded by the Exchange of its members and 
their employees of business conduct and fair dealing which you owed 
to the customers of Walston, the investing public and the Exchange. 

Of significance to the Panel in finding you guilty of Charge 1 was 
the position in which you placed yourself through the relationships which 
you had developed and maintained with the management of Four Seasons 
Nursing Centers of America, Inc. (FSN), including your purchase of 
30,000 shares of FSN common stock from its three principal officers upon 
unusually favorable terms which resulted in your becoming heavily indebted 
to such officers. These relationships placed you in direct conflict with 
your customers and the investing public who were entitled to full disclosure 
of your interests. 

As part of your course of conduct and the pattern of circumstances 
upon which Charge 1 was based, the Panel also took account of the evidence 
disclosing extensive trading activity in the common stock of FSN for your 
customers particularly in the period prior to a public announcement by FSN 
of a new franchising program on April 7, 1969. While you denied both having 
or using material non-public -information concerning this program prior to 
FSN's public announcement, the evidence before the Panel showed that your 
close and continuing business and social relationship with officers of FSN 
and their associates placed you in a position to know that FSN intended to 
establish the program. In view of this, you were under an obligation not to 
discuss the merits of either purchasing or selling FSN stock with any customer 
or potential customer of Walston until the public release of this information. 

Where a member of the Exchange establishes a relationship with a 
company whose securities are listed for trading on the Exchange, both the 
member and its employees undertake obligations, consistent with well 
established business and ethical principles governing the conduct of Exchange 
members, not to take advantage of such a relationship and to avoid actual 
or potential conflicts of interest. The Panel concluded from the record that 
you did not live up to this obligation and further that in your relationships 
with the management of FSN and in your efforts to enhance your own financial 
interests, you exhibited conduct clearly inconsistent with just and equitable 
principles of trade as alleged in Charge 1. 
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^Paragraph (i) of Charge 2 alleged that in testifying before representa¬ 
tives of the Exchange on November 25, 1969, you made a misstatement about 
a material point concerning the extent of your personal indebtedness to the 
three principal officers of FSN. While the Panel considered your subsequent . 
correction of this testimony, it concluded that your earlier testimony to the 
Exchange's representatives was grossly misleading and clearly constituted 
a misstatement as to a material point during the course of the Exchange's 
investigation. The Panel believes that it is absolutely essential to the 
Exchange's self-reguiatory process that every member and employee of a 
member organization give information promptly and accurately when called 
•upon to do so by an authorized Exchange representative. Without this, the 
Exchange cannot discharge its statutory obligation to ensure fair dealing 
and protect public investors. 

In finding that you willfully caused a violation of Section 220.7(a) 
of Regulation T as alleged in Charge 3, the Panel considered carefully the 
argument advanced by your counsel and the testimony of Mr. Rauschman. 

The Panel concluded, however, that the weight of the evidence presented 
by the Exchange, including the credit arrangements in connection with your 
purchase of 30,000 shares of FSN common stock, established the violation 
charged. 

As you are aware. Section 1(b) of Article V of the Exchange Constitu¬ 
tion provides that the Panel's decision and penalty determination shall not 
become final and conclusive until the expiration of twenty days following 
notification to the accused and that either the accused or any four members 
of the Board of Governors of the Exchange may seek review of such decision 
and determination by making a written request to the Secretary of the Exchange 
In this instance, however, Exchange counsel has advised the Panel that under 
an order of the United States District Court for the Southern District of New 
York signed by Federal Judge Morris E. Lasker on August 3, 1973, the Panel 
is prevented for the time being from notifying any person other than you and 
counsel for the Exchange. Although the Panel's decision and penalty 
determination will not be submitted to each member of the Board of Governors 
of the Exchange until such time as the Court permits, Judge Lasker's order 
provides that your twenty-day period to petition for a review of the Panel's 
decision commences on the date on which you receive notification of such 
decision. 

You are further advised that under Rule 13 of the Rules of Procedure 
Applicable to Exchange Disciplinary Proceedings, the Exchange is required 
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to public innounce the results of all disciplinary proceedings, including 
the basis for such determination and the penalty imposed or other action 
taken, unless the Panel determines that the offense relates solely to minor 
administrative requirements of the Exchange and does not materially affect 
the public interest or the interest of investors. Since no such determination 
was made in this instance, the Exchange is required to publicize the Panel's 
decision in this proceeding following the expiration of the period for review 
or the resolution of such review if one be taken. In view of the aforemen¬ 
tioned order of ludge Lasker, the Panel has directed that its decision not be 
made public until such order has been dissolved or modified, or when the 
Panel's determination becomes final in accordance with the applicable provisions 
of the Exchange Constitution, whichever is later. 

Very truly yours, 



Thomas W. Rae, Jr. 
Panel Chairman 


cc: Donald Stuart Bab, Esq. 
Messrs. Spear and Hill 

Burton L. Knapp, Esq. 


The original of this letter was received by me on August 27 , 1973 
on behalf of Mr. Crimmins. 


Messrs. Spear & Hill 
Counsel for Frank J. Crimmins 
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FORM OS-1 
JANUARY 2. 1963 


American Stock Exchange 

1 0 

Office Procedures Division 



APPLICATION FOR REGISTRATION OF EMPLOYEE 


This page to ba filled in by applicant ntnser, firm or corporation 
PLEASE TYPEWRITE INFORMATION 

Complete and accurate answers to the questions herein will expedite 
Exchange action on this application. 


1. 

3. 


cee : iris 


1 VO V". s 


Jcscrh 


Last Nara« 


First Nam* 


2 . 


Middle Name 


Ecristered Rcproscntctivc 

/ Tltt* or Position 


Ur. Is to n u Co., Inc» 


4. ^7 !l :::11 St. , Yor:-.. !■:. Y. 

Where to be Employed-—Give Location of OtHce 


To be Employed by 

5. (a)* Solicitin'; cf c crr- sicc icn busir.ors : r.d rdc of unlisted sc-curitj- . 

Nature of Duties 

(b) Type of Registration Desired — Limited Q Full (check one) 

__ _ February 2 , 1963 


(c) 


Starting Date cf Employment 

Week 

per Month or (and) Commission as permitted by the rules of your 
Year 


(d) 'Salary 


Exchange, as follows: Listed 


other unlisted 


per cent; Mutual Fund 
_per cent. 


per cent; 


(e) If candidate is to have any percentage participation in ( I ) firm profits, (2) corporation profits 

(3) branch office profits or (4) departmental profits, give details_ 

(f) Is the member, member firm or member corporation making this application also a member 

of the New ’ v/ ork Stock Exchange? Yea_No __ 

(g) If answer to (f) is yes, has application been made to the New York Stock Exchange for regis¬ 
tration of this employee? Yes •» No__ 

(h) If application has been made to the New York Stock Exchange, has registration been approved 

by that Exchange? Yes _No _I rT T. 

Notes: (a) II the applicant is a member o? the Xcw York Stock Exchange and arplication for registration of this 
employee has been made to that Exchange, this American Stock Exchange application should cot be filed until 
registration approval has been received frem the Xc » York Stxk Exchange. 

(b) Items marked need net be answered if this appli'-ati''" Ln -oIre* 

representative from another ASE member employer, provided such employment was net terminated “for cause." 

Have you taken the NASD examination for 
registration? YES Q NO 


DATE APPROVED. 


..! v \! ^ 


-rr- 


1 *) <0 

REGISTERED REPRESENTATIVE SECTION - ' - : 
OFFICE PROCEDURES DIVISION 


J 




If "Yes” on what date? 


»r - 
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TO BE COMPLETED BY PROPOSED REGISTERED RE 


8. _ 

9. (a) 


crz: _:; 3_R-i-n-L.. 

LaitNimi First N.m. 

24 Chcctjrriclc. Tor/.'. ,_ 

Horn* Address 

1 ?» r 

O - J i ___________ 


o U ~ ~ 

Middle N*m* 



Data of Birth 


11. — 

Place of Birth 

12. (a)-lirriGi.- 

Mantel Status 

1 3. ¥ Educational Institutions attended: 


Tori:, 

City 


Age 

- • • 1 « 
State 


(b) - 


Soc. Sec. No. 

- • • « » 

5 to to 

10 *_- 

Male or Femolo 

u.s ./.._ 

Country 

KuIti 


Name and Address 

From 

Mo. Yr. 



- 







If Berried. maiden name or maiden name of apoeuo 


To Day or Did Yob 

Mo. Yr. Course Evening Graduate 


Detfroo 


14* List associations, societies or fraternal organizations to which you belong. (Names and Addresses) 


15. (a) The following is a complete, consecutive statement of my business history for the past 

ten years: , . 

All time must be accounted for—include all self-employment, showing name or trade atyle 
under which, and all addresses at which, you conducted business, and show all residence addresses 
during periods of unemployment. 1: presently employed by applicant member in any capacity, 
give starting date of such employment and position held. (If a transferee, list only business 
connections since last application filed wi:h Exchange.) 

Important: if candidate has served vr.h the armed forces within the last 10 years, give 
dates, branch of service, rank or rate, identification number (if any) and type of discharge. 


From 
tb Year 


To 

Month Year 


LIST LATEST POSITION FIRST 

Name of Employer 
Address (Street, Cily and State) 


Position 

Held 


Reason For 
Leaving 



It more space is needed attach separate sheet 

DO NOT WRITE LN THIS SPACE 


i 
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(b) *1 am a citizen of 


16. 


u. s. . 

(If utcr«li 2 «d cltum of U. S. A., give date, name of 
court and ccr.inc.ite number. If ret a citizen of 
U. 5. A- giva place and data of antry into U. o. A.) 

(c) *1 read, write and speak English fluently. 

^ TEN YEAR UM1T does not apply to the 

FOLLOWING ITEMS THROUGH NO. 28 

(a) Have you ever been registered as a representative of a member of the N.A.S.D. 

(b) Are you presently employed by a member of the N.A.S.D. other than the present 

sponsor? . 

If “yes”, give name, address and position held. 


(c) Are you at present engaged in any other business, either as a proprietor, partner, 

officer, director, trustee or employee or otherwise?. . .. 

If “yes”, give details, including name and address, your title or capacity, nature 
of business, duties, compensation received, time spent, etc...... r; '.Ciil:;...CirR.?.«..s 

Harlcra 

(d) Do you currently hold an insurance or real estate license?. 

If “yes”, give details, including states where licensed. 


Yes Qi No □ 

Yes □ No Q; 

Yes Ql No □ 

-”o ccrmonsation. 

Yes □ " No Q; 


17. *1 am at present employed by: _ r! - c . 

(Name of employer, business address and starting date of each employment! 

18 *1 have been bonded by (specify bonding company, amount, and whether currently 

' in effect) ...,; s Ste.. I 


19. (a) Have you ever been refused a bond by a surety company?... 

(b) Has any sure tv company paid out any funds on your coverage?. 

If answer to e'ithcr (a) or (b) is “yes”, attach details. 

20. (a) Have you ever been a member of any stock exchange, commodity exchange, or 

registered association of security or commodity brokers, dealers, investment 

bankers or investment advisors?. 

If “yes”, give namc(s) ana dates. . . 

(b) Are you at prcscr.' a member of any such exchange or registered association?. 

If “yes”, give name(s). 

21. (a) Have you ever been suspended, expelled or otherwise disciplined by any regulatory 

body or bjTany such exchange or association; or ever been refused membership 
therein; or ever withdrawn your application for such membership?....... 

(b) Have you ever been associated with any organization, as a director, controlling 

stockholderTpnrtncr, officer, emplovee or other representative of a broker- 
dealer which has been, or a principal of which has been, suspended or expelled 
from any such cxchancc or registered association, or was refused membership 
therein, or withdrew an application for membership; or whose registration as a 
broker-dealer with the S.E.C. or any State or agency has been dented, suspended 
or revoked? .... 

(c) Are you now subject to an order of the N.A.S.D., any rational securities ex¬ 
change or S.E.C. which revokes, suspends or denies membership or registration? 

(d) Have you ever been named as a “cause” in any action mentioned in the preced¬ 
ing questions taken with respect to a broker-dealer?. 

(e) Have you ever been enjoined, temporarily or otherwise from selling or dealing 

in securities or commodities or from functioning as an investment advisor?. 

(f) Have you ever been a principal or employee of any corporation, firm, or associ¬ 

ation which was enjoined temporarily or otherwise from selling or dealing in 
securities or commodities or troni functioning as an investment ad\isoi ?. 

22. If answers to questions 21 (a), (b), (c), (d), (e) or (f) is “yes”, supply following 
information: 

Nature of such action: Revocation. Expulsion. 

Suspension. Injunction.-. Other.. 


Yes □ No Q; 
Yes □ No a: 

Yes □ No OX 
Yes □ No Qx 


Yes Ql No □ 


Yes Q No Ql 
Yes Q No Q: 
Yes □ No 0 
Yes □ No Cl: 

Yes □ No □ 
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30. 


I hereby certify that the fore^oins statements are true and complete. In consideration of the 
American Stock Exchange’s receiving and entertaining my application 

(1) I authorize and request any and all of my former employer, and any other person to 
furnish to the American Stock Exchange any information they may have concerning my character, 
ability, business activities and r-putaiioo, togetner with, in the case of former employers, a history, 
of my employment by them ana the reasons for the termination thereoi; and 1 hereby release each 
such employer and each such oi.aer person from any and all liability of whatsoever nature by reason 
oi furnishing such information to tr.e American Stock Exchange. 

(2) 1 authorize the American Stock Exchange to make available to any prospective 
employer, or to anv Federal, State or Municipal agency, any information it may have concerning 
me, and 1 hereby release the American Stock Exchange from any and all liability of whatsoever 
nature by reason of furnishing such information. 

(3) 1 agree that the deciiion of the American Stock Exchange as to the result, of any 
examinations it may require me to take will be accepted by me as final. 


Further, and in consideration of the American Stock Exchange’s approving this application, 1 
submit myself to the jurisdiction of such Exchange, and 1 agree as follows: 

( I) That 1 will not represent to any customer that 1 will personally guarantee the account 
of such customer. 

(2) That I will not, either directly or indirectly, lead any customer to believe that he will 
not suffer eny loss as the result of opening an account with my employer, or as the result of any 
dealings in connection therewith. 

(3) That I will not, directly or indirectly, take or receive a .hare in the profit, of any 
customer'* occouot 

, (4) That I will not effect a transaction or have an account in .ecuritie. or commodities | 

I without the prior consent of my employer. 

(5) That I will not, directly or indirectly, rebate to any person, firm or corporation any part 
of the c-rr.rer.ssti'n 1 receive as a registered employee, and 1 will not pay such compensation, 
or eny pttt thereof, directly or indirectly, to any person, firm or corporation, ns a bonus, commission, 
fee or other eensiJeraf’on, for bu'ir.ets sought or procured for me or any memner of the exchange 
or firm or corporation registered thereon. 


t at any time upon the request of the American Stock Exchange, 1 will appear .before 
any Committee or Division of the Exchange and give evidence upon any subject under investigation 

J rs i t . t 11 _a! _. . _ . » »» .nu elloh I nmrmitr« ar 


(6) That 


any Committee or Division of the hrehange ana give evidence upon any suujed »ii»,i - 

by any such Commitfe or Dv-.iion. ar.i that 1 will upon the requett of any such Committee or 
Division produce ail of my records or documents relative to any inquiry being made by any *ucn 
Committee or Division. 

(7) lam familiar with the rules end regulation, of the American Stock Exchange pertain- I 
ing to the employment of registered employee., end 1 agree to abide by the existing rule, end ell, 
amendment, thereto. 

(81 1 understand tbet bus- changes in compensation in any firm or additional compensation 
in eny form may be subject to disapproval by eny Committee or Division of the American Stoclc 
Exchange. 

(9) 1 will no*ifv the American Stock Exchange promptly if. during the tenure of my 
emplovmer.t ty the apphc.nt firm or corporation herein named. 1 become involved in eny 
] • •! n CT f .mv -re-ts are faund against me; or if my registration or license to se.l or deal in 

,, . n i--ri mer.: advisor it ever r-fused. euspenoed or revoked: or it I 

_ , ..... )e , f ; . selling or de ihn* in securities or from functioning 

. summoned, arraigned or indicted for a criminal ollenee: 

or w 1 orc'u.e ;r.s *• -- *. .* .... .-v*:*y proceedings. 

(103 i a-r-1 • • ■ - • : at •; V s-:'!svrvrt l-.v a ir.emher, member firm or member 

corporation r. *v be ■ . vr. tt..e Er.tl urge at cr.y time if. in the opinion of the 

Exchange, I hrvc , .... 

(a) made any r.-.i.st-temer.ts in this application or in any eupplementol information 

giv?n by ire; 

(b) violateJ eny t f my agreements contained herein or in any prior application: 

tc\ been euiltv of conduct or oroceodins inconsistent with iust nod equitable Principles 
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fd) been guilty of any act detrimental to the interest and welfare of the Exchange. 

(II) I ag ree that any controversy between me end any member or m -mber or^n 1 
arising out of my employment or the termination of my employment by and with such mem. r or 
member organization shall he settled by arbitration at the instance or ar.v such party in accor<:_mee 
with the Constitution nnd Rules then obtaining of the American Stock Exchange or, if the employer 
be a member or m-mber organization of the New York Stock Exchange, in accordance with the 
Constitution and Rules of that Exchange. 


31. (Date)- 


7 'Cr ! 


'ISlgnsturo of Employe*) 


32. Witness. 




(Witness mutt be a partner of firm, oficer of corporation or branch omes manager. Please indicate which.) 

H. V. ic.ytl l,Vicc 1 resident 


33. To the best of my knowledge and belief the candidate is familiar with the Constitution and Rules of 
the American Stock Exchange and the rules governing registered representatives, and is fully 
qualified for the position for which application herein is made. I agree that notwithstanding the 
approval of the Exchange, which hereby is requested, 1 will not employ the candidate in the 
capacity stated herein without fir'-t receivin'? the aor.roval of .t.'.v State authority which may be 
required by iaw. ! HAVE CCLUIUIilCATZD WITH THE LAST PREVIOUS EMPLOYER CF 
THE CANDIDATE. in addition, the following steps have been taken to verify the statements 
contained in this application form: (State whether by investigation at time of employment, com¬ 
mercial agency report, investigation by bonding company or other means. Such statement 13 
necessary before this application can be considered by the Exchange). 


_ 

Contact ed Kar ner G. Cosgro ve , Jr. Partner of Shield s & Co , to verify 
that the record of Frank J. Crimins t;as clear_ 



(individual signature of applicant rr.--r.uer, general partner of applicant firta 
or ocicar or applicant corporation.) 


H. 'd. Lor., 7 .:e 11, Vice President 


t 
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FRANK J. CRLMMINS 


FORM OS -1 

IN ANSWER TO QUESTION 27 XX^lXX^XXXXKYXXSXl 

There is at present a nectiaiuii lu:: against :uc by Cirillo 

Electric Co., Inc. filed on February 7, IV'-'. in the Ofiiee o: the 
County Clerk, Westchester Country, \. V. Tii-- ii$ii is in the amount 
of $291.75 for additional work a. n.c.iiy ;*crior.n<.d at my residence. 

This claim is currently being c^rtest-a a: d a counter claim against 
Cirillo has been instituted in an a-wmr in excess of the claimed 
lien. 

see Cirillo Electric Co,, Inc. vs. Irani- . Orirnins and Mrs. Crimrains, 

County Court, County of Westchester, ir.jcx no. 7 113/1964. 

There ie a Judgement lien outstanding approx innately in the amount of 

$90.00 for gardening services aliedgtdly performed at my premises. (Mr. Amodio) 


FORM OS -1 

IN ANSWER TO QUESTION 16 (d) 

I am an inactive officer (treasurer) in the Harlem Liquor Shop, Inc. 
located at 174 St. Nicholas Avenue, New York City. 

This Corporation is family controlled and is a retail package liquor store. 

Since I began my career in the securities industry, I have devoted no time 
and received no compensation. 
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FRANK J. CRIMMINS 


* 


2 1 (a) FORM OS-1 

IN ANSWER TO QUESTION >:r?N7J^<z:\X^TCL^C^\XXm,TOaX 

A conplaint was received by the NYSE from a Miss Vita Cleveland regarding 
an unauthorized transaction, which resulted in a verbal warning given to me 
on February 26, 1959. (Details on File) 


June 4, 1962, resulting in a NYSE censure for violations of Regulation T 
in my personal account. (Details on File) 

On February 6, 1964, I received a letter of caution from the NYSE for failure 
to conform to principles of rule 410 in neglecting to place account designations 
on several order tickets prior to their execution. 

23 FORM OS-1 

IN ANSWER TO QUESTION 

A complaint was received by the NYSE from a Miss Vita Cleveland regarding 
an unauthorized transaction, which resulted in a verbal warning given to me 
on February 26, 1959. (Details on File) 

23 FORM OS-1 

IN ANSWER TO QUESTION ISPS/Sv 

On May 4, 1964, a complaint was filed by a Miss Sedell G. Rand against Shields & Co. 
and myself. The conplaint was answered by the firm and myself on June 26, 1964. 

A hearing was requested by the complainant and was held on January 6, 1965 before 
a Subcommittee of the District Eusiness Conduct Committee of the National 
Association of Securities Dealers, Inc. This Subcommittee after reviewing the 
case dismissed all charges against Shields & Co. and myself in their reported 
findings dated January 22, 1965. (Copy attached) 

On January 28, 1965, Mr. Lloyd J. Derrickson, Associate General Counsel, 
acknowledged receipt of another letter by Miss Rand which constituted an appeal 
to the Board of Governors. In her letter. Miss Rand indicated that she believes 
that the findings handed down by the District Eusiness Conduct Committee were 
prejudicial and biased. 


/ 
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FRANK J. CRIHMINS 


IN ANSWER TO QUESTION 21 (a) OS-1 FORM 

An application was submitted by Shields & Co. to the NYSE on my behalf for 
partnership in the firm in October, 1961. No action was taken on the 
application,however, pending the completion of certain NYSE investigations. 


/ 
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February 2. 1965 


. '.i06 Sodcll G. Rand 

eO Dae* 42nd Street 

New York, New York 10017 


Re: 


Complaint Mo. KY-916 - District No. 12 
Scdcll C-. P-f.d Vs. Shield; Company. ct al 


Dear Nils a Rend: 

This ■will acknowledge receipt cf your letter of January 23. 
1965. which will constitute an appeal to tho Soard c£ Govc.^ora in 
connection with the above ca;.ticr.ad matter pursuant to the pro¬ 
visions of Section 14 of the Association's Code ot Procecurc tor 
Handling Trade Practice Corn plaints. 

In connection with such an appeal, ail parties to this com¬ 
plaint will be afforded an opportunity to ba heard before a Sub- 
committee wf the Hoard cf Governors. I would appreciate learning 
how much time you believe will ba required to present your ar G u- 
ment. I weald also appreciate boinj advised whether you expect 
to introduce new evidence and. if co. the nature of such evidence. 
After receipt cf this information, a definite time and place will bo 
ec' for a hearing before a Cuuaomm.ittec Ox tho Board. 


Your letter indicates th 
projudicial and biased anu you 
in connection with tnis ...uor. 
what your contentions arc. I s- 


at you bolieve tho findings were • 
ash what cooperation you may expect 
Since I am net in a position to know 
:r. empress no opinion on them. 


You may express your 
this matter as well as your vi 
• of tho Board of Governors v/h: 
New York in tho near future. 


views in respect to the handling of 
„v.’s on the merits to the Subcommittee 
cu, it is expected will be convened ia 
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}.fl 2 3 Scdcll C. Rand 
February 2, 1965 
Pr.«tc Two .__ 


cc: 


Should you have any lurd-cr questions* 


please advise 


Very truly youro. 


Lloyd J. Derrichacn 
Associate Ccncral Ccunacl 


Shields Zl Company 

Mr. Frank J. Crimmins 

Leonard 13* .dochucr. Lsc^. 
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RATIONAL ASSOCIATIlN <T SECURITIES DEALERS IHC. 
DISTRICT BUSINESS CONDUCT CCWIITTcE* 

FOR DISTRICT NO. 12 
COMPLAINT NO. NT-916 


Sedell C. Rand 
60 East 42nd Streer 
Hew York, New York 

Complainant 


Shields & Company, Member 
44 Wall Street 
Kav York, New York 

and 

Frank J, Crimnslns, Registered Representative 
_Respondents 


DECISION 

DATED: January 22, 1965 


The complaint In this matter was filed under date of May 4 1964 *nd 

f ‘ m a " d lndlvldua lly-n.=ed r„ P o„d.n^,r d^ 
JcDunrv 6 6 ’l065 b.f hC " r f n f '"' 3 rc "" cstod b > th « complainant .nd bcld on 

maTJLui Lnd \£ V s " b "“ ,ltt ' :e ot th ' Db »”lc C Business Conduct Ctntmltt... 
Mias Sedell Rand, the complainant, appeared on her own behalf and Mr Macrae 

ZlST j - “• 

Butiooi. co^ucr^™t*toe c fi”j i r."d l dcc'L“^rirfoiio^r‘ n8 ' th ' oi,ertet 


THE COMPLAINT 


and 2 of aI??*? I £ n ? Scd ° U P ' nnd * lll “ 8cs v ^oiatIons of Sections l 

Shl.ld! f A A J 1 1 /m h i CS ° f r ' niT Pr * ct,ce in that the respondent fins 
^ 1 a a 9 *?** ? ” r * F ^ nk J * Crirnin *. tf ic Individually-named respondent* 

recommended the sale of one security and the purchase of Another * 

which recommendations were not suitable considering the re levant' circumstances 
Kora specifically, the complainant allc S e 3 that In early 1Q&1 Mr Crir-alns a 
co-manager In the respondent firm's Filth Avenue branch office recctmrended\ha 

I“2dlJioJal 3 IOO l “J C- ° t f P ° Ck " t Book ’* lnc -. 100 ■»*««• her account and 
an additional 100 chorea for the account of her mother, both at approximately 

139.50 per share. In order to pay for the purchase of these shares, the flrl 
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Page 2 


• fMalda & Coaptvy 


through its registered representative, Mr. Criming, recommended the sale of 
, eharcs of Eastman Kodak In the corplalnant'u account and 41 shares of the 

eecurlty In her mother's account. The allegations In the ccml.-ilnt charge 
that the reccmeendationa of sale of Eastman Kodak at approximately $110. per 
share, and the purchase of Pocket Bocks, Inc. were rot suitable, considering 
the nature and size of the flnanclul resources of the respective customers and 
their Investment objectlvea. Additionally, the complainant « . nr. es tt.jt neither 
the respondent firm nor Mr. Criming adequately advised her . i tric gradual 
deterioration In the price of Pocket Books, Inc. In the years after lta purchase, 
«cd subsequently, Incorrectly advised her to purchase adiltlonal shares to 
evorega down tha losses. 

Miss Rond also alleges a violation of Article III, Section l In that 
tha respondent firm failed to allocate to her icccunt certain shares of Alberto* 
Culver Co., a new l9sue, acnetime In May I9bl. she r.r.ites that 100 shares of 
this ecu Issue were to be reserved for her account after Its effective registry* 
tlca. Subsequently however, notwithstanding her request, no shares of the stock 
ever allocated to her account. 


THE ANSWER 


The answer submitted by the Individually-named respondent and respondent 
flrn admits certain of the factual allegations with regard to the execution of 
tha transactions involved but denies any violations of the Rules of Fair Practice 
•° chargod end respectfully requests that all charges be dismissed. 


FACTS. FINDIN00 AND CONCLUSIONS 


Our review of the record indicates that In December 1959 the complainant 
$?is* Sedell G. Rand and her mother opened their respective accounts at the re¬ 
spondent firm. The accounts baJ been transferred to Shields & Company because 
Kiss Rand had been dissatisfied with the firm responsible for the accounts pre¬ 
viously. The individual ly-naned respondent, Mr. C.-trmlns, had boon recomended 
to tiles Rand and lc was her Intention to have hln service her account at the 
Fifth Avenue branch office of the respondent firm. Due to certain managerial 
functions exercised by Mr. Crlmmlns at that office, certain other registered 
representatives at the branch office wore primarily responsible Cor the trans¬ 
actions In Miss Rand's account and earned all commissions from said transactl«oa. 
Mr. Crlmmlns however, did supervise the securities transactions and did have 
periodic conversations with the complainant. 


In early 1961 after certain dlscuo^lons relating to the securities 
contained in the two accounts, and the Intention of the complainant to trade for 
the purpose of securing long-term capital gains, the flrn, through Mr. Crlmin. 
end the other registered representatives, reccmmondcd that the ccm.plalnant and 
esa ^ thcr P ur chaje 100 shares each of Pocket Books, Inc. at approximately 

per anare. It was rcccmer.ded thae to order to poy for the purchase* 
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Shields & Company ! P*ge 3 

that 61 shores of Eostmnn Kodak in each account should be sold. Subsequent to 
this transaction, the value of the chares of Pocket Books, Inc. deteriorated 
significantly and the value of Eastman Kodak gradually increased. 

There Is no factual dispute between the copplalnr-'t the respective 

respondents that Focket Books, Ire. -V' in tact reeemmende! hv t’ •• iirm and the 
proceeds of the sale of Eastman Kodak would be utilized to pay for the purchase 
We therefore limit our consideration • » a determination of whether such 
f »h'mm)|hUi ! tin# t*utis aiillrtt«la f »»i I! »' i i*?*|h % I I \*ti cnnlor.«*rr». 

Wo hove carefully reviewed die record and find that the aforementioned 
tecc= endnticn3 were not unsuitable for the respective customers, considering 
their trading objectives, the nature cf the securities contalrcd in their 
Individual accounts, and our general idea of their financial, resources. We 
therefore conclude that there has been no violation of Sections 1 and 2 of 
Article III of the Rules of Pair Practice as against either respondent as it 
relates to this charge. It is clear that at the time of the recomendation. 
Pocket Books, Inc, was recommended by many reputable investment advisory 
services in the financial community. Periodically thereafter the security was 
recommended even as its price diminished. The firm'6 failure to advise Miss 
Hand of any price deterioration may be excused by the fact that the firm 
maintained its optimistic feeling about the company together with the reasonable 
assumption that Miss Rand had ac'ccss to the markets in the stock without being 
notified regularly. 

The benefit of hindsight now permits of the luxury to reflect on 
tbo Judgment of the firm and Mr. Crimmins with regard to thlo particular 
reccamendation. We arc convinced that although the respondents were familiar 
gonarrlly with the nature of the account and the resources of the customer, 
wo do not feel that the facto alleged in this complaint support a charge of 
unsuitability but at most a possible error in judgment. Pursuant to the 
expressed wishes of Miss Rand it appears that the firm did, in good faith, 
attempt to create long-term trading profits In her account as well as her 
toother's. The unfortunate result of these particular recommendations merely 
reaffirms the Inherent risks in the securities business and does not indicate 
negligence on the part of the respondents in this case. 

During the course of the hearing, Mies Rand charged that the 
individually-named respondent made certain flamboyant representations in the 
recommendation ot Pocket Books, Inc. Mr. Crtrains vehemently denied any such 
rccotmncndations and there is no other evidence contained in the record which 
usuld support these particular allegations. Wc therefore dismiss all charges 
of violation of Article III, Sections l and 2 relating to this particular 
segment of the ccmplalnt. 

With regard to the charge of a violation of Article III, Section 1 
la the firm's failure to allocate to Miss Rand's account 100 shares of 
Alberto-Culvcr Co., wc find that a mere indication of interest docs not create a 
pre-emptive right in any customer to the number of shares requested in such 
indication. Participants often times dc not receive allotments to cover their 
indications of interact and adju6trvncs rust be made and there must bo some 
allowance for freedom in this area. We fin-J nothing in the record to establish 
eny pre-emptive right on the part of Miss Rand or any wrongdoing on the part 
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UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 
. X 

FRANK J. CRIMMINS,. : 

Plaintiff, : 

-against- : 


h AMERICAN STOCK EX¬ 
'S CHANGE, INC., 

Defendant. 


72 Civ. 290 
AFFIDAVIT 


j I STATE OF NEW YORK ) ss 
j| COUNTY OF NEW YORK ) 



BURTON L. KNAPP, being duly sworn, deposes and says: 

» • 

1. I served as special independent counsel to defendant 
American Stock Exchange (the "Exchange") in die presentation to an 

J 

j Exchange Disciplinary Panel (die "Panel") of Charges against plaintiff 

ii 

!j arising out of his activities as a broker and his personal dealings in the 

j common stock of Four Seasons Nursing Centers of America, Inc. ("FSN") 

j while he was an Allied Member of the Exchange, a Vice-President and 

j voting stockholder of Walston & Co., Inc. ("Walston") and manager of 

i one of his firm's branch offices. I am familiar widi the facts upon which 
j! 

[ the Charges were based and the procedures followed by the Exchange at 
all stages of die matter. I submit this affidavit in opposition to plaintiff’s 
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' application for preliminary injunctive relief, dated September 7, 1973, 

!! 

j made at the conclusion of die disciplinary proceedings. 

• 

| 

2. On July 3, 1973, Judge Lasker denied an application made 

I 

J by plaintiff just prior to the commencement of the hearing to enjoin the 

i! 

‘ i 

; proceedings. Thereafter, diree all-day sessions were conducted before 
the Panel on July 9, 18 and 25, 1973 at which a 596-page stenographic 

i i 

j transcript was taken. After submission of written memoranda by the 
jparties, the Panel rendered its written determination dated 
August 27, 1973, finding plaintiff guilty of two Charges of 
conduct inconsistent with just and equitable principles of 
trade, and one specification of a third Charge based upon his 
!misstatement on a material point of the Exchange during its 

ij . 

jinvestigation concerning his personal indebtedness to certain 
I* . . 

j;management officials of FSN. Because of the serious nature of 
11 _ , 

jjthe violations proved, the Panel barred plaintiff for nine months 

I I 

••from employment with any member or member organization of the 
ji 

i;Exchange, and further directed that plaintiff not be employed 

» 

j! in a managerial or supervisory capacity for fifteen months 

f' • 

j thereafter. 

* 

3. In the face of the serious evidence of misconduct 
jdisclosed by the record, if the Panel's determination of guilt or 
j the penalty is now to be vitiated on the spurious grounds con¬ 
i'trived by plaintiff in his moving papers, it is entirely doubtful 
li v , , 

ij whether any stock exchange ever could discharge its statutory 
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i}obligations to the investing public by disciplining a broker for 

|j 

j,conduct inconsistent with just and equitable principles of trade. 

!f 

•(This affidavit, therefore, will be confined to the facts in order 

i! . ‘ . - 

jjcorrect the many liberties taken by plaintiff with the record 

I l 

jjbefore the Panel in the latest of his numerous unsuccessful 

-.attempts since late 1971 to prevent or delay a badly-needed final 

i!determination on the merits of the Charges, this time in the form 
• ! 

iiof an application for an injunction, pendente lite, enjoining the 
!| 

|j Exchange (i) from imposing any penalty upon plaintiff; and (ii) 

[j for a further order vacating the Panel's determination of guilt. 

• i 

il For reasons set forth herein and in the Exchange's accompanying 

[•Memorandum of Law, a grant of the drastic relief now sought by 
»| 

plaintiff would afford him the same, if not a greater measure of, 

i i . 

i; relief as he could gain after a full trial on the merits under 

ji 

i ( circumstances where he has net begun to meet the threshold 

requirement of demonstrating factually a probability of success 
! on the merits of his underlying action. 


(1) In Crinnins v: American .Stock Exchange, Inc ., 346 F.Supp. 1256 
(S. b. N. Y~] 1972) , the first of plaintiff's attempts to enlist 
the aid of this Court in revamping the Exchange's disciplinary 
procedures to his liking, Judge MacMahon held that the 
Exchange's rules were "thoroughly fair" even though the 
"no counsel" rule (subsequently amended) was then in effect; 
that the Charges and Report .of Investigation were speci¬ 
fically detailed and gave him adequate notice of his 
violations of "Exchange rules, procedures and standards of 
ethical business behavior with which (he) was required to 
be familiar as a condition for approval of his position 
at W: .ston with which lie pledged himself to comply." 
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4. To simplify the task imposed upon the Court by 
| Plaintiff’s motion and to focus on the conclusive evidence * 
j| before the Panel of plaintiffs guilt of the Charges, there is 
jj annexed hereto as Exhibit "A" the Post-Hearing Memorandum dated 
|jAugust 17, 1973, submitted by the Exchange to the Panel at the 
ji conclusion of the hearings on the Charges. We respectfully in- 
| vite the Court's attention to pages 5 to 20 thereof for a 
i concise summary of this case, including Appendix II to the 

j| Memorandum. 5 chronological summary of plaintiff's activities 
| comprising tne pattern of circumstances and course of conduct 

j UP °” "' hiCh the ch “r8« and finding of guilt were predicated. 

As indicated by the summary of facts set forth in the ensuing 
paragraphs of this affidavit and the Exchange's Post-Hearing 
| Memorandum, the evidence.before the Panel supporting its finding 
of guilt and the penalty came almost entirely from plaintiff's 
I °"' n UpS in his hearin S testimony and in his two interviews 
i by tbe Exchan s° it the course of its investigation of plain- 
| tiff's activities [ASE Exhibits 10(a) and 10(b) and accompanying 


!, exhibits introduced at the interviews].* 


It 

li 

Ij 

M 


^References in the form "Ann Pxhihif »• 

introduced by the Exchange at'the heaHng'b'cforc'[he'p.'nicj!' 
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I - The Exchange's Investigation of FSN and Plaintiff j 
A. The FSN Manipulation ' I 


5. FSN was organized in 1967 by three Oklahoma City | 
[ businessmen, Jack L. Clark, Amos L. Bouse, Jr. and Thomas Gray, 

i! 1 

;ias its principal shareholders, for the purpose of engaging in the 

I , ; 

construction and operation of nursing home facilities. Montgomery 

i . * 

Company, a partnership comprised of certain officers, including 

'/plaintiff, of Walston § Co., Inc. ("Walston"), an Exchange member 
1| 

i! firm having branch offices throughout the United States and em- 

!; . . . ! 

j.ploying approximately 1,300 registered representatives, was in- 

i) 

! | strumental in supplying initial equity capital to FSN in exchange 

! 

ji for a substantial minority stock interest in the fledgling company, 
jl i 

SWalston thereafter became FSN’s principal underwriter, investment j 

I 

banker and financial advisor and the firm placed one of- its j 

officers, Gordon II. McCollum, on FSN's board of directors [Report . 

; 

| of Investigation, Appendix C to the Hill Affidavit, p. 3]. . 

• l 

6. Plaintiff, who described himself as the third largest 

I 

producer of brokerage business at Walston [R-349], was, during, the 
' period covered by the Charges, an Allied Member of the Exchange, 

j 

a Vice-President and a ll'voting stockholder of Walston, and 

j j | 

manacer of the firm’s branch office at 1190 Avenue of the Americas 

\\ . 

i in New York City where he supervised some 16 brokers. Plaintiff 

I; entered the securities business in 1956, having previously been 
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j employed by several securities firms in sales capacities, and his 

| j 

. experience includes employment as a branch office manager of ! 

j another exchange member firm. [Exhibit "A", p. 5], i 

! 7. In May 1968, Walston managed an initial public offering 

jj FSN stock at $11 per share. By November of that year the stock had 
risen sharply in price to $58 per share, at which time FSN was admitted 

»* 

• » 

!j to trading on ihe Exchange. Following a 2-for-l split in January 1969, I 


FSN stock attained an all-time high of $90.75 per share by October of 
that year, an increase in price of over 1500% (giving effect to the split) 
since FSN’s debut as a public company 18 months earlier [Report of 
Investigation, pp. 1, 2]. 

i 

8. From information later developed by the Exchange and 

other agencies in the course of an investigation of FSN, it appeared that 

Clark, Bouse and Gray and their associates had engaged in a scheme to 

manipulate the market in FSN stock. Shortly after the facts came to light 

in April 1970, trading in FSN was suspended, and the company was thrown 

into bankruptcy with great loss to public investors. Later, in a 65-count 

indictment handed down in December 1972, a federal gra*d jury in New 

York charged Clark, Bouse, Gray, certain other FSN officials and two 

officers of Walston, with mail fraud and violations of the federal securities 

laws through, among other means, their use of the Exchange marketplace 

• • 

in the furtherance of the manipulative scheme. Subsequently, Clark, 


I 


I 

» 

I 
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FSN's principal executive officer, pleaded guilty as did two Walston 

I 

officers, Messrs. Glenn R. Miller and Gordon H. McCollum. Plaintiff 

i 

was named as a co-conspirator (but not a defendant) in the indictment 
[Exhibitpp. 5-7]. . j 

B. Interviews of Plaintiff by the Exchange 

9. Prior to the suspension of trading in FSN stock in April 

• • i 

1970, the Exchange noted an unusually heavy concentration of activity in i 

i 

ESN stock emanating fiom Walston and the branch office managed by 
plaintiff, and it initiated an investigation. In accordance with the Exchange's ; 

I ’ ; 

regular procedures it called plaintiff in for an interview on November 25, 

i 

1969. Plaintiff was apprised of his rights at the time, and he was accom¬ 
panied by counsel. Plaintiff's initial Exchange interview and a second 
interview on January 29, 1970 disclosed, among other tilings, that plaintiff 

i 

had established in mid-1968 and thereafter maintained close social and 

i 

business relationships with Jack L. Clark and his associates; that plaintiff 

« ! 
had opened and serviced brokerage accounts at Walston for Clark and a 

number of other persons associated with FSN; and that plaintiff had engaged 

• » 

i 

in extensive and concerted efforts to promote investor interest in FSN . 

stock. Finally, and although the Exchange had difficulty at plaintiff's 
interview (as did the Panel at the hearing on the Charges) in eliciting all 

~ I 

of the facts from plaintiff, it was ascertained that beginning just before 
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FSN stock was listed on' the Exchange in November 1968, plaintiff arranged j 
to acquire on unusually liberal credit terms from Messrs. Clark, Bouse 
and Gray, FSN’s three principal officers, 30,000 (post-split) unregistered 

i 

FSN shares at a purchase price considerably b. : w the market price of FSN . 
stock when die transaction was consummate J (' ' ' , pp. 13-20]. 

* 

II - The Hearing Be far _j 

A. Plaintiff's Undisclosed Acquisition 
of 30,000 Unregistered FSN Shares 


10. Clearly, the 30, 000 share transaction standing by itself 
independently of the plaintiff's other dealings with FSN and its officers, 
and his extensive activities on their behalf, was sufficient from a factual 
standpoint to support the Panel's finding of guilt on Charge 3 involving 


i 

i 

: 

i 

» 


; 


alleged violations by plaintiff of the credit regulations of the Federal 
Reserve Board (Regulation T covering the arranging of credit on stock 
purchases). In this connection., there was amply evidence in the record 

| that contemporaneous sales of unregistered stock were then being made to 
jinstitutional investors for almost three times the price per share 
jwhich plaintiff arranged to pay to the FSN insiders. A complete 
statement of all of the facts and circumstances surrounding 
plaintiff's acquisition of the 30,000 unregistered FSN shares', in- 

t 

Icluding his concealment of the transaction from his firm and its 

t 

I 

ijcustomers, and the efforts he made to prevent the Exchange from 


I 

I 

i 

l 

: 


* 


t 

i 

l 

j 

• 

r 

i 
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ji ascertaining all of the facts is contained in Exhibit "A" annexed 

! 

{'hereto, pp. 13-19, 36-38. In reviewing these matters, it again 

t! 

'’.should be noted that plaintiff's own testimony furnished the 


jj factual basis for the Panel's findings. 

I i 

|; 11. With respect to the Panel's finding that plaintiff 


j'was guilty of conduct inconsistent with just and equitable prin- 
j ciples of trade as alleged in Charge 1, the Panel's determination 


Ijmakes cl^ar that although the undisclosed 30,000 share transaction 


standing by itself raised serious questions of ethical business 


!;behavior, that incident was carefully considered by the Panel in 


; ithe context of the totality of the activities constituting plain- 


jj tiff's course of conduct upon which the Charges and Report of 
jiInvestigation were based. The undisputed facts indicated that 


!; despite plaintiff's primary obligation to supervise his branch 

II 

‘office, his activities ranged far and wide into investment 
li 

jj banking areas through which he placed himself in a position to 
-know in advance of significant corporate developments of a non- 

i i 

!: public nature taking place in the affairs of FSN. [See 
j' 

('Appendix II to Exhibit "A".] 


'I 

j(B. Plaintiff's Extensive Participation 
i in FSN" s Corporate Affairs._ 


12. Certain of the more significant of plaintiff's contact 
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wiili FSN and its officers are summarized at pages 20 to 30 of Exhibit "A" 
annexed hereto. As indicated at pages 22 to 29 thereof, there was sub¬ 
stantial evidence before the Panel that as the result of his travels about 
the country with Jack L. Clark and meetings he attended with Clark (many 
of which were arranged by plaintiff for die purpose of interesting insti¬ 
tutional investors in FSN), plaintiff came into the possession of informa¬ 
tion in advance of a public announcement made on April 7, 1969, concern¬ 
ing FSN's plans to organize a subsidiary for the franchising of nursing 
centers with'financing provided by a group of institutions. FSN stock 
rose sharply in price following die April 7, 1969 announcement. 

13. Although plaintiff denied before the Panel his access to, 

* 

possession or use of inside information concerning the FSN franchising 
program, there was indisputable documentary evidence before die 
Panel (ASE Exhibit 27) that on April 1 and 3, 1969, immediately prior 
to the public announcement of FSN's franchising program, plaintiff 
effected substantial purchases of FSN stock for accounts maintained - 
by him at Walston for two individuals closely associated with FSN, 

James P. Linn and Julian T. Helm, who later became officers of FSN's 
franchising subsidiary; and that shortly after the announcement plain¬ 
tiff effected profitable sales of FSN shares for diese two accounts 
[Exhibit "A", pp. 26-29]. 
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14. In considering the totality of plaintiff's activities form- ; 
ing die basis of Charge 1, die Panel was thoroughly justified in attach-- 
| ing significance to the Linn and Helm transactions effected on die j 

' I 

i l 

| event of an important FSN announcement, particularly in view of evi- 

! ; 

i 

j: dence that plaintiff attended at least one meeting as early as February 

1 -• ! 
i i 

1969, at which the FSN franchise program was discussed and that j 

j 

plaintiff participated extensively in die market in FSN stock shortly 

( 2 ) 

thereafter. Finally, when he was afforded a full opportunity before the 
Panel to offer an explanation of these transactions, and his assistance 
rendered to two individuals closely connected with FSN in capitalizing 
on the forthcoming franchise announcement, plaintiff attempted to mis- 

i 

lead the Panel into believing that certain of the trades in FSN stock j 

occurred after the announcement by claiming that settlement dates re¬ 
flected on mondily account transcript (Exhibit 27) were trade dates. [See 
Exhibit "A",p. 28 and R-470. ] Clearly, the Panel was entitled to take 
into account plaintiff's lack of candor in explaining this transaction, as j 

I 

well as die plaintiff's attempt, during his Exchange interview, to conceal 

f 

the facts concerning his arrangements with FSN’s insiders in connection 

(3) j 

with the acquisition of 30, 000 FSN shares. j 


^ ^ According to plaintiff's own summary submitted to the Panel, he pur- 
! chased 104, 890 shares and sold 44, 367 FSN shares lor customers in a span 
j of nine weeks between early February and the week preceding the franchise • 
i announcement, in February .alone, he participated in one out of every four 
j! transactions in FSN stock on the Exchange (Crimmins Answer to Charges - 
i| ASE Exhibit "). \ 

• i 

(3) 

v ’ See .. ' ibit "A", pp. 36-3$ lor a summary of the facts upon which the Panel 
found plaintiff guilty of Charge 2(i), a misstatement concerning the extent of 
his indebtedness to FSN’s principal officers on die 30,000 share transact ion.; 
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’HI - Plaintiff was Given a Fair and Impartial Hear¬ 
ing Upon Adequate Notice of His Cours e of_ 

Conduct Upon Which the Charges Were Based 

15. Insofar as can be deduced from plaintiff’s blunderbuss 
attacks on the Exchange and its disciplinary rules, plaintiff’s case would 
appear to rest primarily on bald conclusions not supported by any facts in 
his own moving affidavit (p. 2) and in that of his counsel, Thomas W. Hill, 
Jr. (p. 3), that the Charges and the Report of Investigation assertcdly 
failed to give plaintiff reasonable notice of what he was charged with in 
Charge 1; or that new matters of which plaintiff had no prior notice were 
sprung on him at the hearing. The result, according to plaintiff, is that 


! 


he was unable to properly defend himself because the Exchange did . 
not custom-tailor its rules to plaintiff's specifications with all 
of the trappings of a judicial trial, including, among other 

j 

things, interrogatories and subpoenas of witnesses outside of the • 

» 

Exchange's jurisdiction or authority. None of plaintiff's ob- 

I 

l 

jections bear scrutiny. 

16. Apart from the fact that Congress never intended in 

» 

the Securities Exchange Act of 1934 to convert the nation's stock 
I • 

j exchanges into.courthouses when they conduct disciplinary pro- 

I 

J ceedings, the record herein shows that at every stage of the pro¬ 
ceedings the Exchange adhered scrupulously to its own rules; and 
that it gave plaintiff full and fair notice that the Charges were 
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I 

. 

I 


I 


I 



< 

I 

1 

i 

i 


i 

i 

i 

i 

i 

I 

i 


i 


li 

h 

11 


ii 

ii 


based upon the totality of his extensive activities on behalf of 

s 

FSN and his contacts with its principal officers. Moreover, the 

hearing record makes abundantly clear that in the conduct of the ! 

! 

hearing of the Panel, chaired by Thomas W. Rae, Jr., a Vice- 
President of L.F. Huttor. 5 Co., Inc., and former Assistant 
Director of the Division of Trading and Exchanges of the Securities 

and Exchange Commission in charge of the Division's national en- 1 

* •• 

t 

forcement program, afforded plaintiff every procedural safeguard 
to assure him of a thoroughly fair and impartial hearing on the > 
merits of the Charges.* j 

17. Alternatively, plaintiff urges that the Panel's 
determination is not supported by the facts. The frivolousness of 
these arguments is demonstrated by the record which shows that the 
principal evidence before the Panel supporting its finding of 
guilt came from plaintiff's own lips in his hearing testimony and 
in his two interviews ay the Exchange in the course of its in¬ 
vestigation [ASE Exhibits 10(a) and 10(b)]; from facts admitted 
by plaintiff in his Answer to the Charges (ASE Exhibit 3); and 
indisputable matters of record. . . 


* The names of the other four Panel members and their firm 
affiliations and fields of expertise in the securities 
business appear in Exhibit "11" annexed hereto. 
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18. Turning to plaintiff's specific objections set- 
forth in his supporting memorandum, it is asserted (pp. 8-20) 
that the Exchange's Report of Investigation was so vague, 
ambiguous and replete with factual errors that it was not 
possible to understand the precise conduct alleged to be wrongful. 
Judge McMahon, in his opinion in Crimmins . rejected the very same 
argument over a year ago, recognizing that the Report of Investi¬ 
gation and Charges involved the totality of plaintiff's conduct 
in relation to the Exchange's rules, procedures and standards of 
"ethical business behavior". Moreover, the Panel did not accept 
the Report of Investigation in evidence, deeming it instead as a 
document in the nature of a pleading [R-252]. To leave no doubt , 
as to the evidence relied upon by the Exchange in support of the ! 
Charges, the undersigned undertook to prepare and furnish to ! 

plaintiff's counsel and the Panel an event-by-event summary of 
all matters in the Report of Investigation relating to plaintiff's 
activities [R-113; Exhibit 37; see also Appendix II to Exhibit 
"A annexed hereto]. As to minor statistical discrepancies con¬ 
cerning plaintiff's total customer transactions in FSN stock 
during the relevant period, a stipulation was entered on the 
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II record in which the Exchange accepted plaintiff's summary 

li (3) ... 

{' [R-93-98] . . * 

li 

| . 19. The argument developed by plaintiff in his memoran 

| dum (pp. 11 to 14) that at the hearing the Panel considered 
jj prejudicial allegations or matters that were not within the 

li 

!| Charges is unsupportable. 


(a) The Exchange never alleged at the hearing that plaintiff 
breached the "free-riding" rules of the N.A.S.D. This matter was brought 
out during plaintiff's testimony in the context of plaintiff's relationships 
with Albert Santangclo, the Exchange specialist in FSN stock [R-427], as 

j an incident of plaintiff's total course of conduct. It is utterly fanciful for 
plaintiff to suggest that this evidence had any effect on the hearing outcome. 

(b) Plaintiff himself raised before the Panel the question of 
his non-disclosure to his firm and its customers of his private acquisition 
of 30,000 FSN shares from FSN's principal officers. A witness called 
by plaintiff, Mr. A. H. Rauschman, a former compliance officer of 
Walston, testified as to the existence of a Walston firm policy requiring 
disclosure of plaintiff's interest in FSN stock to the firm's customers. 


(3) Mr. Crimmins conccdcdly accounted for a total of 394,010 ESN 
h shares tra'.od on the Exchange, consisting of 271,023 purchases ..r.J 
122,0S7 s ics, or over 12, of his firm's total activity. Certain 
jj of these transactions were for Mr. Crimmins' own account and for 
1 the accounts of persons closely associated with PSN. (Sec Exhibit 
;j "A", p. 8, for a summary of commission income and other income 
]• derived by plaintiff fxorn his ESN transactions.) 

li • 

I 
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Mr. Rauschman further indicated diat plaintiff did not inform him of his j 
interest but that if he did he would have advised disclosure [R - 347-343]. 

4 

For reasons made abundantly clear by the Exchange [see Exhibit "A"., 
pp. 16-19], the very nature of this transaction demanded secrecy. 

20. Plaintiff also urges that the Charges do not involve the 

i 

"intrinsic propriety" of his acquisition of 30, 000 FSN shares from FSN's 

I 

management on liberal credit terms, nor raise any question concerning 

i 

» 

inside information, thereby implying that the Panel treated and based its 

i 

determination on these matters as separate substantive charges. Apart •" 
from the fact that these matters are referred to in Charge 1, the record ! 
makes crystal clear [see R-241, 242; 246-278] that notwithstanding serious 
. questions of the propriety of plaintiff's 30,000 share transaction and insider , 
trading transaction at the time of FSN's franchise program announcement, 

1 

* 

the Panel properly regarded these matters as part of plaintiff's total 
course of dealings and relationships constituting the improper and unethical • 

* * i 

i 

business conduct alleged in Charge 1. 

21. Plaintiff's ill-founded objections concerning his requests 
addressed to die Panel to issue subpoenas of witnesses outside of the 
Exchange's jurisdiction, and to direct the Exchange to respond to "inter- 

I 

I 

rogatories", are dealt widi fully in die Exchange's accompanying Memorandum 

of Law. It suffices to say die Exchange promptly complied widi plaintiff's 

1 | 

request made prior to the hearing that the Exchange notify several persons t 

| 

affiliated widi Walston to appear as witnesses for plaintiff at the hearing. 
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None of these individuals was called by plaintiff. With respect to requests 
for subpoenas of persons not presently within the Exchange's jurisdiction, 
specifically two former staff members who did some of the investigative 
work in connection with the Report of Investigation, the Panel properly 
ruled tliat it lacked subpoena power. The plaintiff neve.rheless issued 
and served subpoenas on these former Exchange employees, Messrs. 

Daniel Schatz and Bernard Zuckcr, under the purported authority of the 
New York CPLR, but again he never called either of them as a witness 
despite the fact that they both responded to the subpoenas and agreed to 
make themselves available as witnesses for plaintiff. 

22. Plaintiff also has omitted to inform the Court that one 
month prior to the hearing, the undersigned extended an invitation to his 
counsel to inspect the documents to be offered in evidence by the Exchange, 
proposing further that an effort be made to pre-mark the exhibits to 
facilitate and expedite the hearing. Plaintiff's counsel's reponse was to 
seek a temporary restraining order on July 3, 1973. Later, the Panel 
Chairman directed Exchange counsel to make ail of the Exchange exhibits 
available to plaintiff’s counsel. Virtually all of the second session on 
July 18, 1973, was devoted to introducing exhibits. As the hearing record 
shows [R -146-302] the Panel gave plaintiff die benefit of every doubt by 
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ji excluding exhibits objected to by his counsel. No serious claim, i 
! 1 ; 

• j 

therefore, can be made that plaintiff was unaware of the evidence ! 

, * t 

I: i 

;; to be relied upon by the Exchange in support of the Charges. 

it 

To the contrary, the foregoing episodes disclose that plain- 

I ' **• 

* j j 

ji tiff's professed need for pre-trial discovery was a mere pretext j 

ij to provide a colorable basis for hi^ present application. j 

If i 

23. Plaintiff finally urges that the penalty imposed 

jj ’j 

J by the Panel was "unconstitutionally harsh." The short answer i 

i j 

:j is that the degree of seriousness of plaintiff's violations 

ii . j 

after a full hearing was a matter resting within the sound dis- 

cretion of the Panel members, all of whom are experienced and ■ 

ii 1 

•i well-regarded members of the securities industry. In assessing 

ii i 

;! an appropriate penalty, the Panel fairly was entitled to take 

• *! 

jj into account the extent to which plaintiff's conduct may have 

!! I 

j! contributed to or resulted in damage to his customers and those of 1 

li , I 

I; his firm following FSN's financial collapse, and whether plaintiff 

I j i 

j! either wittingly or unwittingly, by his failure to adhere to j 

!! j 

•j Exchange rules and standards of ethical business behavior, lent 
! 1 I 

U . j 

)! himself and his firm to the furtherance of a scheme by FSN's prin-. 

1 J » 

I 

jj cipals to manipulate the market in FSN stock. It was also proper j 

:• for the Panel to take into consideration plaintiff's lack of 

i* i 

? i i 

|| candor in his hearing testimony and prior Exchange interview con- j 

« 

'• corning the full extent of his relationships with FSM's manage- ; 

. >1 • * 

•j ment. Having elected to submit himself to a full hearing where 
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;• the evidence provided detailed proof of behavior on his part that 

I 

i* was within the framework of the Charges but was even more serious 
* 

than originally appeared, plaintiff should not be heard to 

l! 

i; complain that he might have received a lesser penalty, even 
if this be true, if he had entered into a settlement with the 
Exchange. 

For the foregoing reasons, plaintiff’s application for a 
preliminary injunction should be denied in all respects. 


(£ i /. 11\ * ( (f i c s' s / /. 


Burton L. Knapp 


Sworn to before me this 
day of September, 1973. 
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EXHIBIT "B" 

Disciplinary Panel - Charges Preferred Against Frank J. Crimmins 


1. Thomas VI. Rae, Jr. 



2. Martin H. Berman 


3; George H. Howard, Jr. 


4. Thomas Sour 


5. Robert Hill 


Chairman, Vice President, E.F. 

Hutton & Co., Inc. since 1968; 
formerly Assistant Director 
Division of Trading and Ex¬ 
changes of the Securities ard 
Exchange Commission and head of 
the Division's National Enforce¬ 
ment Program. 

Resident Partner, New York City 
office of Edward & Hanley; 10 
years experience in branch office 
administration and retail opera¬ 
tions . 

Senior Vice President and Director, 
Harris Upham & Co., Inc.; 20 years 
experience in the securities busi¬ 
ness, primarily in administration 
and branch office management. 

Vice President and Registered Repre-r 
sentative of Bear Stearns & Co., 

15 years in the securities business 
with special experience in insti¬ 
tutional and foreign operations. 

Senior Vice President and Registered 
Representative, Clark Dodge & Co., 
Inc.; and Chairman of Finance and 
Planning Committee; 27 years ex¬ 
perience in all phases of the 
brokerage business. 


167a 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


X 
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APPEARANCES: 
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Attorneys for Plaintiff 
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LOPJO, DAY L LORD, ESQS. 

25 Broadway 

New York, New York 

Attorneys for Defendant 

Of Counsel: JOHN J. LOFLIN, ESQ. 
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LASKER, D.J. 


Plaintiff, a former registered representative of 
Walston & Co., Inc., ("Walston") seeks an order vacating 
a determination by a disciplinary panel of defendant 
American Stock Exchange ("Exchange") finding him guilty 
of several violations of Exchange rules, and suspending 
him for two years. An earlier motion before us resulted 
in a temporary restraining order preventing the disci¬ 
plinary panel from announcing its determination until 
plaintiff's objections to the Exchange's actions were 
resolved. 

Plaintiff moves for summary judgment, asserting 
that his hearing, the Exchange's conduct throughout the 
proceedings against him and the determination rendered 
by the Exchange panel violated the due process require¬ 
ments cf the Fifth Amendment in that (1) he received 
inadequate notice of the charges against him; (2) the 
Exchange improperly_ refused to issue subpoenas required, 
by plaintiff to present exculpatory evidence; (3) the 
Exchange disciplinary panel applied an unconstitution¬ 
ally vague standard and also applied the wrong standard 
in considering plaintiff's conduct; (4) the panel's 
determination is contrary to law and the evidence; 

(5) the Exchange's penalty constitutes a deprivation of- 

•* t • • • . 

1 . 
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property without due process of law and (6) the Exchange's 
conduct violates §6 of the Securities Exchange Act of 
1934, 15 U.S.C. §78f, and §§1 and 2 of the Sherman Act, 

15 U.S.C. §§1 and 2. Defendant countermoves for summary 
judgment. T 

X • 

The charges brought .against plaintiff arose out 
of his activities in connection with the common stock of 
Four Seasons Nursing Home Centers of America, Inc. 

("FSN") and his relationships with certain officials of 

FSN. 

The series of events giving rise to the charges 
began in 1967, when a partnership comprised of officers 
of Walston, including plaintiff, was organized to furnish 
initial equity capital ("seed money") to FSN in exchange 
for a substantial stock interest in the new company. 
Walston subsequently became FSN's principal underwriter, 
financial advisor and investment banker, managing the 
initial public offering of FSN stock at $11 per share 
in Nay 1968. 

At about the same time plaintiff developed busi¬ 
ness and social relationships with the three principal 
officers of FSN, and, just before FSN stock was listed on 
the Exchange in November, 1968, he arranged for the 
purchase from these officers of a substantial block of 
restricted, unregistered FSN common shares at a price •' 

* • • 
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considerably below the market price of FSN free shares 
when the purchase was consummated. 

Plaintiff's activities in connection with FSN 
during the period from mid-1968 through the early part 
of 1970 also included efforts to interest institutional 
investors in FSN stock and the execution of a large 
volume of customer orders in FSN stock. 

The price of FSN stock had risen steadily from 
the time of its initial public offering in May, 1968. 
By the time it was listed on the Exchange in November, 
1968 it was selling at $58. Following a 2-for-l split 
in January, 1969, it climbed to an all-time high in 
October, 1969 of $181.50 ($90.75 after the split). 

In the Fall of 1969, the Exchange noted an un¬ 
usually heavy volume of transactions in FSN emanating 
from Walston, particularly the branch office managed 
by plaintiff, and began an investigation. The Exchange 
interviewed plaintiff in the presence of his counsel on 
November 25, 1969, and again on January 29, 1970. - 
Plaintiff disclosed the nature of his business and 
social relationships with Jack Clark, a principal offi¬ 
cer of FSN, his efforts to promote investor interest in 
FSN, and his purchase of a large block of unregistered 
FSN shares on favorable terms. 
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The Exchange suspended trading in FSN stock in 
April, 1970, and in March, 1971, issued a Report of 
Investigation ("Report") describing possible violations 
of Exchange rules by Walston and a number of individuals 
including plaintiff. In Nc 'ember, 1971, the Exchange 
formally charged plaintiff with four violations of Ex¬ 
change rules. His hearing, before a disciplinary panel 
in July, 1973, resulted in a nine month suspension of 
employment and a two year suspension of supervisory 
duties. 

II. 

Plaintiff alleges that the formal charges against 
him were vague; that the Report, which the charges in¬ 
corporated by reference, was confusing and factually 
inaccurate; and that the Exchange refused to respond to 
interrogatories which he propounded in order to clarify 
the charges against him. 

The three formal charges against plaintiff, cover¬ 
ing seven pages, al-lege conduct "inconsistent with just - - 

and equitable principles of trade" and "detrimental 
to the interest or welfare of the Exchange." 

Charge I alleges that plaintiff took an active 
part in maintaining the "special relationship" between 
Walston and FSN involving "the activities of Walston as 
principal investment banker, financial advisor and under- 

* * 
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writer for FSN and its affiliates, the access which Walston 
and its officers had to inside information concerning the 
operations, policies and plans of FSN, and the substantial 
financial investment which the firm [and] its officers ... 
had in FSN and its affiliates." 

Charge I also refers to plaintiff's tlose personal 
or business relationship with the principal officers of 
FSN," his service of their brokerage accounts, his 
assistance in arranging financing for FSN, and states that 
plaintiff was in a position to obtain inside information 
concerning FSN. The charge further notes plaintiff's 
extensive and continuing effort to solicit and promote 
interest and market activity in the stock of FSN during 

I 

practically the entire period the stock was traded on the 
Exchange," his "concerted activities to develop substantial 
institutional interest in FSN," and his purchase from FSN 
officers of a "substantial block of FSN stock ... under 
agreements providing for extended periods of payment and 
.at unusually low interest rates." The charge alleges 
that "As a result of these purchase arrangements, 
[plaintiff] became and remained heavily indebted to the 
principal officers of FSN." Charge I concludes that 
plaintiff's course of conduct "tended to serve and en¬ 
hance [plaintiff's] personal interest and the special 

• • * 

^ . , 5 . 
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interests of his firm, and was in direct conflict with the 

duty of fair dealing which he owed to the customers of 

Walston, to the investing public and to the Exchange." 

Charge II plainly asserts that plaintiff made a 

■misstatement about a material point concerning the extent 

of his indebtedness" to three officers of FSN; and that he 

engaged in off-board transactions in FSN stock with these 

officers, in violation of Exchange rules. 

Charge III specifies that plaintiff violated 

5220.7(a) of Regulation T, promulgated pursuant to §7 of 

the Securities Exchange Act of 1934, in connection with 
/ • 

his purchase from FSN officers of unregistered FSN stock, 
by obtaining credit terms more favorable than those per¬ 
mitted under Regulation T. .. . 

We believe these charges were more than sufficient¬ 
ly clear and detailed to permit an effective defense, and 
that they were framed with adequate spcificity to set the 
framework of relevance necessary to govern the proceeding. 

-Douds v. International Longshoreman's Association , 241 
F.2d 278, 283 (2d Cir. 1957). 

Plaintiff contends, however, that since the 
charges incorporated by reference the "pattern of circum¬ 
stances" detailed in the Report, he was hindered in under¬ 
standing the allegations against him and in the preparation 
of his defense. Kis confusion is claimed to result from 

6 . 
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certain factual inaccuracies in the Report, as well as 
certain alleged inconsistencies between the charges and 
the Report. 

The factual inaccuracies, which are conceded by 
the Exchange, relate to figures reflecting trading acti¬ 
vity in FSN; but this problem is remedied by the fact that 
plaintiff's figures were accepted by stipulation at the' 
hearing. In any event, the figures were not material to 
the charges. 

Nor is there merit to the contention that there 
are confusing inconsistencies between the Report and the 
charges. Plaintiff claims that the Report is so vague 
iij its references to him that it is not possible to under¬ 
stand the precise conduct alleged to be wrongful, which 
acts are attributed to plaintiff, and how much of the in¬ 
formation in the Reporr is to be considered "background" 
and how much is actually part of any given charae. 

We believe these "inconsistencies" were certainly 
not prejudicial to plaintiff, and indeed he offers no 
support for his conclusory statement that they were. 
Plaintiff knew as early as November, 1969, when the Ex¬ 
change first interviewed him, that his activities were 
merely part of a general investigation of the relationship 
between Walstcn and FSN. The Report summarized the entire 
investigation, but it did not purport to charge plaintiff. 

7 . 
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The formal charges performed this function, and by them¬ 
selves gave plaintiff full notice of the claims against 
him. Furthermore, a comparison of the Report with the 
charges makes clear that there are no material inconsisten¬ 
cies. Indeed the Report clearly discusses the conduct of 
plaintiff which was the basis for each of the charges 
brought against him. Thus, the fact that the Report was 
incorporated into the charges in order to supply more detail 
to the charging instrument did not in fact result in less 
notice than the charges alone supplied. 

The Exchange's failure to respond to interroga¬ 
tories propounded by plaintiff was proper in these circum¬ 
stances, since there is no constitutional right to demand 
i 

answers to interrogatories in hearings such as this. .- 

Villani v. New York St o ck Exchange , 72 Civ. 1765 (S.D.N.Y. 

March 15, 1973), N.L.R.B. v. Interboro Contractors, Inc. , 

432 F.2d 854 (2d Cir. 1970) cert. denied , 402 U.S. 915 
(1971). 

Plaintiff argues further that even assuming the - . 

charges were clearly set forth in the first instance, he 
was asked questions at the hearing relating to certain 
I extraneous matters not specified in the charges and that 

ic* infected the entire hearing. The 
e extraneous are plaintiff's sale to 
cialist of plaintiff's allocation of 

8 . 
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newly issued shares of Four Seasons Equity Corp., an affi¬ 
liated company of FSN (Transcript 427-30); plaintiff's 
failure to disclose to Walston and his customers his 
personal purchases of FSN stock from three FSN officers 
(Transcript 384-88; 517, 528-9); and his placement of 
6,400 shares of letter stock in a certain corporation 
with two of the FSN officers who had sold him his restric¬ 
ted FSN shares. (Transcript 422-3.) 

Plaintiff was not prejudiced by the mention of 
these matters and, indeed, they are relevant to the 
charges.' Plaintiff was clearly put on notice, by the very 
wording of the charges, that the alleged improprieties re¬ 
lated to his entire course of dealing in FSN stock, and with 
FSN officers, and the resulting conflict of interest as to 
his public customers. The matters claimed to be extraneous 
certainly are relevant to that course of dealing. 

III. 

Plaintiff claims he was prejudiced ! / his being 
questioned at the hearing why the FSN officers singled him 
out for the chance to purchase restricted FSN stock on 
unusually good credit terms. Though we agree with plaintiff 
that this question required a knowledge of the sellers' 
motives, we find unpersuasive plaintiff's contention that 
the Exchange's refusal to subpoena the sellers denied him 
access to "exculpatory" evidence. We do not believe that 
evidence of the sellers' motives, whatever they were, 

m m • 

would have exculpated plaintiff since the issue in question 

9. *'*“** 
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appears to us to have been the nature of plaintiff's ac¬ 
tions and motives. 

In any event, plaintiff offers no support for the 
proposition that the Exchange was required to issue sub¬ 
poenas in the circumstances present here. Though the 
language of N.Y.C.P.L.R. §2302(a) seems to empower ad¬ 
ministrative panels such as the Exchange disciplinary panel 
to issue subpoenas without a court order, the very same 
provision extends a like power to all attorneys of record 
in administrative hearings. Plaintiff offers no rea on, 
and we see none why the Exchange was required to issue 
subp° enas when plaintiff himself was possessed with the 

I . ■ 

requisite power. 

IV. 

Plaintiff next contends that the Exchanae rule bar¬ 
ring conduct in breach of "just and equitable principles 
of trade" is unconstitutionally vague because the Exchange 
has never adopted rules specifying the prohibited acts. The 
contention is without merit. As an experienced-registered - 
representative, plaintiff may be fairly charged with know¬ 
ledge of the ethical standards of his profession, especially 
where the conduct proscribed involves so central a principle 
as the avoidance of clear conflicts of interest. We find 
that, as applied to plaintiff, the Exchange's standard is not 
impermissibly vague, and that he lacte standing to attack 

10 . 
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the Exchange standard on the ground that it might be un¬ 
constitutional as applied to others. United States v. 
Raines, 362 U.S. 17, 21 (1960). 

Plaintiff's assertion that the Exchange applied 
to his conduct the more stringent "Allied Member" standard 
although he was charged under the "employee" ethical 
standards of Exchange Rule 345 must also fail. He offers 
no support for his assertion that the former standard 
is "stricter" than the latter and we find the language of 
the two standards to be virtually identical. 

V. 

/ Plaintiff claims that the panel's determination 
was contrary to law insofar as it rested upon his duty 
to disclose his arrangements with FSN officers for the 
purchase of FSN stock, and his alleged violation of 
Regulation T, governing the extension of credit in stock 
transactions. This contention is without merit. Plaintiff 
was tried for unethical, rather than illegal, conduct so 
_that the panel was not obligated to find a violation of 
law in order to hold plaintiff guilty. 

Plaintiff further contends that his course of 
conduct relating to the purchase from FSN officers of 
30,000 restricted FSN common shares is not comprehended 
by Regulation T so that, as a matter of law, he could 
not have violated §220.7 (a) of the Regulation. He also- 

11. 
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argues that even assuming the applicability of the Regu¬ 
lation, the evidence was insufficient to support the panel's 
determination on this issue. 

The relevant portion of Regulation T reads: 

"A creditor may arrange for the ex¬ 
tension or maintenance of credit to 
or for any customer of such creditor 
by any person upon the same terms and 
conditions as those upon which the 
creditor, under the provisions of 
this part, may himself extend or 
maintain such credit to such customer, 
but only upon such terms and condi¬ 
tions. " 

The significant details of the transactions in 

question follow: In November, 1968, plaintiff and FSN's 

three principal officers verbally agreed that plaintiff 

would purchase from them 10,000 shares of unregistered, 

restricted FSN common stock. In December, 1968, the 

parties executed a purchase agreement stipulating a price 

of $35 per share. The transaction was r.ot executed 

through a brokerage account. Plaintiff made no payment at 

that time for the shares he received, since the agreement 
- — ^ «. 
provided that he would make an initial payment of $175,000 

(out of a total price of $350,000) by January 15, 1969, 
with the balance to be paid six months later. On Janu¬ 
ary 8, 1969 , FSN common stock split tv;o-for-one, so that 
plaintiff held 20,000 post-split shares. 

In early March, 1969, the parties agreed to a 

• * 
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second private purchase of 10,000 (post-split) restricted 
FSN shares at $30 per share. On March 15, 1969, plaintiff 
paid $175,000 on account of the first purchase of FSN 
shares and $55,000 as a down payment for the second. On 
April 7, 1969, plaintiff executed a note for $245,000 to 
the three FSN officers representing the balance due on 
the second purchase. Nothing appears in the record as 
to subsequent payments. 

Plaintiff asserts first that he was not a "creditor" 
as that term is defined by the Regulation. §220.2(a) of 
Regulation T defines a "creditor" as "any broker or dealer 
including every member of a national securities exchange." 
5220.2(a) refers to §3 of the Exchange Act for the defini¬ 
tion of a "broker". 15 U.S.C. 78c(a)(4) defines the term 
•broker" as "any person engaged in the business of effect¬ 
ing transactions in securities for the account of 
others...." 

Plaintiff argues, however, that the definition does 
not apply to him because the Act also includes a separate 
reference to a "person associated with a broker or dealer" 
(S78c(a) (18) , emphasis added), which includes partners 
and branch managers and that plaintiff cannot be con¬ 
sidered a "broker" within the meaning of Regulation T 
since he was a branch manager of Walston. We have found 

no authority, nor is any cited by plaintiff, for such a- 

• • • 

*• * • • 
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restrictive application of the term "broker". There is no 
question that plaintiff was "engaged in the business-of 
effecting securities transactions for others", or that he 
was a "broker" as that term is commonly understood and 
as the facial language of the Act, cited above, defines 
the term. 

Plaintiff answers that, assuming arguendo he is 
a broker, he was not a "creditor" in the FSN transaction. 
However, §220.7 (a) makes clear that the term "creditor" 
includes one who arranges for the extension of credit by 

a third party. There was substantial evidence before the 

/ • 

panel that plaintiff himself requested the credit terms 
of his stock purchases from FSN officers. (Hearing Trans¬ 
cript 306-9, 402-6; Post-Hearing Memorandum of Amex, Inc., 
pp.37-9, quoting testimony of plaintiff at Exchange inter¬ 
view, January 29, 1970) We find that in the circum¬ 
stances, plaintiff arranged for the extension of credit 
within the meaning of §220.7(a). 

Nor can there be dpubt_that plaintiff was a 
"customer" under Regulation T, which defines the term at 
§220.2(c) as: 

"... any person ... (i) to or from whom 
a creditor is extending, arranging, or 
maintaining any credit, or (ii) who, 
in accordance with the ordinary usage 
of the trade, would be considered a 
customer of the creditor and (2) 
includes, but is not limited to 

14 . 
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(i) in case the creditor is a firm, any 
partner in the firm who would be con¬ 
sidered a customer of the firm if he 
were not a partner, and (ii) any joint 
venture in which a creditor participates 
and which would be considered a customer 
if the creditor were not a participant." 

Plaintiff next contends that Regulation T does not 

encompass transactions in unregistered or restricted 

stock. The wording of §7(a) of the Act, 15 U.S.C. §78g(a) 

which on its face applies to all securities except "exempted" 

securities, does not support this contention: 

"(a) For the purpose of preventing 
the excessive use of credit for the 
purchase or carrying of securities, the 
Board of Governors of the Federal Re¬ 
serve System shall ... prescribe rules 
and regulations with respect to the w 
amount of credit that may be initially 
extended and subsequently maintained 
on any security (other than an exempted 
security) . 11 (emphasis added) * 

An "exempted security" is defined in §3(a)(12) of the Act, 

15 U.S.C. §78c(a)(12) to include federal, state and 

municipal securities and certain others not relevant here. 

We find nothing in the statute or regulation to suggest 

that unregistered or restricted securities are exempt under 

the section, and plaintiff has not called our attention to 

any authority which suggests that they are. 

I 

Having concluded that one holding plaintiff's posi¬ 
tion as branch manager in a member firm can be a "broker", 
a "creditor", and a "customer" as these terms are used in 
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Regulation T, and that the regulation applies to transac¬ 
tions in restricted securities, the special question pre¬ 
sented by the unusual circumstances of this case is whether 
Regulation T is applicable to a "broker", as that term 
is commonly used, who arranges for the extension of credit 
(as "creditor") to himself (as "customer") in a personal 
transaction effected off the market and not through a 
brokerage account. 

However solipsistic an arrangement this may appear, 
we believe that it does indeed violate §7(c) and Regula¬ 
tion T. A contrary holding would mean that plaintiff 
could execute for himself a transaction which the plain 
language of §220.7(a) prevents him from effecting for 
anyone else. Plaintiff argues, however, that although he is_ 
a broker by trade,in the transaction at issue he was 
acting purely as a layman, and since (as he claims) 
Regulation T does not apply to laymen, his purchase of 
FSN stock was legal. Plaintiff's syllogism is appealing 
in its simplicity but, in view of the entire tenor of the 
securities laws, we find it totally unpersuasive. 

Nothing in §7 of the Exchange Act, 15 U.S.C. S7Pg, 
or Regulation T suggests or supports the narrow construc¬ 
tion which plaintiff advances. It is axiomatic that the 
Securities Act is not to be narrowly or technically con¬ 
strued, Tcherepnin v. Knight , 389 U.S. 332 (1967); 

.. t • • 
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SEC v. Capital Gains Research Bureau, Inc. , 375 U.S. 180 
(1963); Blau v. Rayette-Faberge, Inc. , 389 F.2d 469 (2d 
Cir. 1968). 

Although Regulation T does not explicit^ describe 
the precise circumstances presented here, §7(c) of the 
Exchange Act uses exceptionally broad language in pro¬ 
scribing conduct designed to circumvent Federal Reserve 
regulations regarding the extension of credit in securities 
transactions: 

(c) It shall be unlawful for any ... 
broker or dealer, directly or in¬ 
directly, to extend credit or arrange 
for the extension or maintenance of 
credit to or for any customer- 

(1) on any security (other than 
an exempted security), in contraven¬ 
tion of the rules and regulations 
which the Board of Governecs of 
the Federal Reserve System shall 
prescribe... 

(2) without collateral or on any 
collateral other than securities, 
except in accordance with such 
rules and regulations as fche Federal 
Reserve Board] shall prescribe... 

(B) to permit the extension or main¬ 
tenance of credit in cases where the 
extension of credit is not for the 
‘purpose of purchasing or carrying 

securities or of evading or circum¬ 
venting the provisions of paragraph 
(1) of this subsection. 

(d) It shall be unlawful for any person 
not subject to subsection (c) of this 
section to extend or maintain credit or 
to arrange for the extension or mainte¬ 
nance of credit for the purpose of pur¬ 
chasing or carrying any security, in 
contravention .of [Regulation T]... for 
the purpose of purchasing or carrying 





‘ 










of or trading in securities in circum¬ 
vention of the other provisions of 
this section." 

The Securities and Exchange Commission has held 
that the personal stock transactions of broker-dealers 
are subject to Regulation T and that one individual can 
occupy the dual role of customer and registered repre- 

0 

sentative in the same transaction. In In re Sutro Bros. 

& Co. , 41 SEC 443, 451 (1963) , the Commission found that 

t 

where a salesman effected a transaction in his own account 
with his employer, he was for Regulation T purposes a 
"customer" who had arranged for the extension of credit 
to himself. Though Sutro reserved decision on the question 
whether a salesman would be liable if he obtained credit 
from a third party, rather than his employer, an early 
interpretation of Regulation T, (1938 Fed. Reserve Bulletin 
763) held that a partner of a brokerage firm may under 
certain circumstances function as both creditor and 
customer. An opinion letter of April 24, 1972 of the 
Federal Reserve Board, indicates, on facts similar to those 
presented here, that one in a position of considerable 
responsibility at a brokerage firm may also be considered 
to occupy the roles of creditor and customer. (Exhibit 
G, annexed to affidavit of Thomas W. Hill, Jr., September 
7, 1973) We believe that the positions of the regulatory 

agencies best acquainted with the regulation of credit 
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in securities transactions are entitled to considerable 
weight, and we adhere to their evident policy of holding 
brokerage professionals to the same stringent standards 
as laymen.' 

- ‘ The holding here is consistent with the sole and 

unquestionable purposes of Regulation T: to protect the 
market and the public by curbing speculation in the secu¬ 
rities markets and the economically destructive fluctu¬ 
ations which excessive credit precipitates; and to protect 
the small investor, who, mesmerized by all the "action", 
might join it with outstretched hand, receiving for his 

i 

eagerness only a margin call. See Pearlstein v. Scudder 

& German , 429 F.2d 1136 (2d Cir. 1968); Moscarelli v. 

i - 

Stamm , 288 F. Supp. 453, (E.D.N.Y. 1968); Collateral 

Lenders v. Board of Governors of Federal Reserve System, 

281 F. Supp. 899, 905-6 (S.D.N.Y. 1968); Zatz v. Hertz, 

Netmark & Warner , 262 F. Supp. 92b, 930-31 (S.D.N.Y. 1966) 

Remar v. Clayton Securities Corp. , 81 F. Supp. 1014 (D. 

_Mass. 1949). Indeed it is entirely possible that plain¬ 
tiff's own close association with FSN officers, coupled 
with his heavy commitment to pay for a large quantity of 
FSN restricted stock obtained on credit in violation of 
Regulation T, may itself have contributed to the specula¬ 
tive activity in FSN common stock to the detriment of many 
small investors, and thus promoted just the sort of 

19 . 
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market atmosphere the credit regulations seek to prevent. 

We find no reason to construe either the Act or Regulation 
to permit such transactions, and decline to narrow the 
Act as suggested. 

VI 

Plaintiff's next assertion, that the panel's de¬ 
termination is contrary to fact, rests solely on his 
quarrel with the finding set forth in the determination of 
extensive trading activity in FSN stock for plaintiff's 

customers prior to public announcement by FSN on April 7, 

" * • • * « . 

1969, of a new franchising program. The contention is 
wijthout merit. Plaintiff does not dispute that during the 
two weeks prior to the franchise announcement his customers 
purchased 6,500 FSN shares, 5,000 of them by FSN "insiders". 
This fact could properly be taken into account by the panel 
in finding that plaintiff failed to avoid an actual or 
potential conflict of interest regarding his public 
customers. Since we find, after reading the hearing record, 
that the determination was supported by substantial - - 

evidence, we may not interfere with it. Consolo v. Federal 
Maritime Commission , 383 U.S. 607 (1966). 

Nor do we find plaintiff's suspension of nine 
months from employment by a member firm and fifteen months 
thereafter from employment in a supervisory capacity to 
be excessively severe, and thus to violate due process." 

20 . 
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The penalty was determined by a panel of plaintiff's 
professional colleagues, better situated than this court 
to assess a fair penalty. In the absence of a showing 
that the panel exceeded its discretion or even a showing 
that the Exchange has imposed less harsh penalties in 
other comparable situations, we are not permitted to 
substitute our own findings. Consolo v. Federal Maritime 
Commission , supra . 

VII. 

Plaintiff claims finally that the Exchange's pro¬ 
cedures run afoul of Silver v. New York Stock Exchange, 373 


U.S. 341 (1963) and that plaintiff's suspension by the 
Exchange constitutes a refusal to deal in violation of 

I 

SSI and 2 of the Sherman Act^- _ 

Neither assertion has merit. Silver held that 
the limited anti-trust immunity afforded the Exchanges did 
not exempt them from the requirements of due process in 
disciplining members. Since we have already found that 
_the proceedings against plaintiff complied with due process 
requirements, we also find the Exchange did not exceed its 
self-regulatory authority. The Sherman Act claim must 
also fail because of our finding that the Exchange's 
■refusal to deal" with plaintiff was justified by its 
determination that plaintiff violated Exchange rules. 
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VIII 

In considering the issues before us in such detail 
we do not wish to encourage court review of intra-profes¬ 
sional disciplinary proceedings. 

For several important reasons, we strongly dis¬ 
approve of resort to the courts in such matters except, 
perhaps, in cases of clearly arbitrary or unjust profes¬ 
sional determinations, neither of which is presented by 
the proceeding at hand. 

First, intra-professional discipline is best left 
to the reasoned consideration of the responsible profes¬ 
sional administrative tribunals themselves. A long history 
of determinations by such bodies as the Stock Exchanges 
or Bar Associations, for example, makes it reasonable to 
assume that professionals may be expected in the vast 
preponderance of cases, to judge their colleagues with 
the same sense of fairness, regard for standards of con¬ 
duct, attention to ethics and attention to the facts as 
the courts. 

Moreover, such suits as the one at hand require 
an inordinate expenditure of time and resources for the 
court and parties and, most important, deprive discipli¬ 
nary proceedings of finality and blunt their effectiveness. 

Even if a court were presented with a considerably 
more compelling factual record than the one before us, .. 
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we believe it would be required to grant summary judgment 
in favor of the defendant. We consider it the responsi¬ 
bility of an attorney to bring suits of this nature in the 
spirit of Rule 11^ Federal Rules of Civil Procedure, only 
if he is convinced beyond professional doubt that his 
client has been denied the relevant elements of fairness 
embodied in the noble concept of due process. 

Plaintiff's motion for sumary judgment is denied. 
Defendant's motion for summary judgment is granted, 
it is so ordered. 

Dated: New York, New York 

December 12th, 1973. 


MORRIS E. LASKER 
U.S.D.J. 
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